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Education 


Joun H. Freprrick 


School of Business Administration, University of Texas 


HE many ramifications of aero- 
nautics will constitute one of 
; the greatest businesses in the 
world within the next generation. 
Airlines, manufacturers of airplanes, 
sales and service organizations han- 
dling airplanes, airports, and other 
fields of activity will demand trained 
business personnel. It is the respon- 
sibility of university schools of 
business to make such personnel 
| available and to plan ahead for the 
development of this great industry. 
It is an opportunity for service 
_ such as they have never had before. 
Education and research in the uni- 
_versities can shape aeronautical poli- 
cies and development. The universi- 
ties must, therefore, take a part not 
only in the engineering, medical, 
legal, and similar phases of aero- 
_nautics, but also in the commercial 
aspects. After all it is the business 
of making planes, selling planes, 
servicing planes, and providing air 
transportation and airport services 
that will enable the aeronautical in- 
dustry to take its part in serving 
mankind, in making this world a 
_ better place in which to live. 

_ University schools of business ad- 
ministration have been in existence 
not much more than fifty years. 
They, therefore, had little part in de- 
veloping the railroads and water 
carriers. Seniority and other prac- 
tices were so well entrenched by the 


time graduates who had specialized 
in the study of transportation be- 
came available that comparatively 
few obtained employment with such 
carriers or made very rapid progress 
when they did. The motor transpor- 
tation industry offered some oppor- 
tunities but was a field in which 
formal education was not looked 
upon with much respect. Too many 
motor operators were unable to for- 
get their truck-driving days; too 
many small operators were in the 
industry; and the need for building 
well-trained groups of employees 
was not recognized. This need is 
now being recognized to a certain 
degree but too late to do as much 
for this industry as it might-have 
in the past. 

The aeronautical industry is dif- 
ferent. It has developed very rapidly 
over the past forty years. During the 
first twenty years of this develop- 
ment the technicians in aeronautics 
did a much better job, relatively, 
than did the business management. 
Airline executives knew much more 
about manufacturing and operating 
aircraft than about selling air trans- 
portation. This was a natural con- 
dition in an industry whose first 
task had been to develop a product 
—the airplane and air transporta- 
tion services —in which the public 
would have confidence, a product 
really far beyond what the consumer 
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demand warranted at the time. Prob- 
ably no other product ever offered 
the public had to be so perfect, so 
safe, and so reliable as did that of 
the manufacturers in the aero- 
nautical industry and of the air- 
lines before public acceptance could 
be expected. 

Beginning in 1938, however, the 
air transportation division of the 
aeronautical industry emerged from 
the era in which the airlines had 
been perfecting their operations 
from a technical standpoint far be- 
yond what was warranted by reve- 
nue into a distinctly different one in 
which the business side rather than 
the technical became most promi- 
nent. This was partly due to the 
passage of the Civil Aeronautics 
Act of 1938, which made it incum- 
bent upon the airlines to prove eco- 
nomic convenience and necessity for 
the establishment of new routes and 
thus gave rise to a new type of eco- 
nomic or market research. It was 
also due in part to an increase in 
competition not in rates, but in 
service, among the various airlines 
and in methods of passenger han- 
dling and passenger relations. But 
more than anything else it was due 
to the realization that air transpor- 
tation—air travel—had to be sold. 
Manufacturers were providing even 
better planes and the airlines had a 
service to sell, but as yet very little 
attempt had been made to sell this 
service, this transportation, in terms 
of what it would do for the person 
who used it. No particular effort had 
been made to induce people to think 
in terms of how air transportation 
might affect them in their personal 
and business affairs. 


The airlines, which had long made 
use of university-trained engineers, | 
with executives who were for the 
most part technically trained, with 
a general respect for training and 
education, and with a need for 
highly trained and adaptable per- 
sonnel, naturally turned to the uni- 
versities for personnel for the busi- 
ness, sales, public relations, and 
other nontechnical phases. But what 
did they find? They found very little 
if anything being taught in the field 
of air transportation in our schools 
of business administration. Several 
universities were giving a week or 
two to air transportation as part of 
a general course in the economics of 
transportation; the Wharton School 
of Finance and Commerce was offer- 
ing a course in Motor and Air 
Transportation (mostly motor); but 
other schools of business had noth- 
ing to offer. 

In 1938, the School of Business 
Administration at the University of 
Texas began offering an elective 
one-semester, three-hour course in 
Commercial Air Transportation as 
one of the transportation group: 
This course has been given at least 
twice each year since then with en- 
rollments ranging from 150 to 75 
(the present low-ebb enrollment). 
This general course covers the fol- 
lowing topics: 

The development of air transporta- 

tion in the United States 


The airways system of the United 
States 

Airport development and adequacy 

The airlines of the United States 

Feeder airlines 

Fixed base operators 

Development of air transport regu- 
lation 
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Economic regulation of air transport 

Certificates of public convenience and 
necessity 

Safety regulation 

International regulation 

Economics of commercial air trans- 
portation 

Airline equipment 

Airline operations 

Financing airline operations 

Air passenger transportation 

Selling air travel 

Air mail development and payments 

Air mail traffic 

Air express development 

Managerial problems of air cargo 
transportation 


Airlines, particularly those serving 
the Southwest, were quick to see 


that here was something they could. 


_use, that here a group of young men 
and women was being trained who 
_ would know more about commercial 
air transportation than those gradu- 
ating without such a course. Natu- 
rally, not all the students taking Com- 
mercial Air Transportation wished 
to enter the airline business. Many 
were going into industrial. trafic 
management, finance, accounting, re- 
tailing, marketing, and the like. But 
here was a pool of prospective talent 
for the airlines in particular. 
Men, who were thus prepared, 
were employed in operations, par- 
ticularly station management; also 
some were engaged for economic 
research. But most of the men were 
employed in traffic (sales) work, 
both for cargo and passengers. Girls 
were employed as hostesses, both 
air and terminal, as fast as they be- 
came available; others, also, were 
engaged for economic research, for 
public relations work, and in other 
fields. 
- The one general course proved 


not to be sufficient as time went on. 
Both students and prospective em- 
ployers were demanding more. The 
employers took the attitude that 
“the more you can learn about our 
business before you graduate the 
better you are for us; the more we 
can pay you at the start; the quicker 
you will get ahead.” Several air- 
lines proposed that if a course could 
be worked out in airline practices 
they would be glad to interview stu- 
dents before they took the work and 
virtually guarantee them jobs upon 
graduation. Accordingly, with the 
cooperation of several airlines, a 
one-semester three-hour course in 
Airline Administration and Practice 
was developed at the University of 
Texas to follow the general course 
described above. Because of the ex- 
igencies of the war the airlines have 
been unable to carry out their inten- 
tion of pre-study interviewing, but 
this has not affected the success of 
students in obtaining airline jobs. 
The advanced course covers: 
Airplane management and its 
problems 
Operations such as: 
Pilot personnel, organization, and 
duties 
Flight crews 
Training, take-off, and climb 
procedures 
Communications 
Flight control 
Cargo handling 
Passenger handling involving: 
Ticketing 
Priorities 
Maintenance 
Station organization 
Scheduling 
Airline purchasing 
Public relations activities 
Airline accounting 
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Airports form a very important 
part of the aeronautical industry. 
In fact, the industry could not exist 
without them. The profession of air- 
port management has, however, been 
neglected. No formal training in the 
field was available until 1943 except 
in certain of the engineering as- 
pects. It has, however, become in- 
creasingly evident that an airport 
manager must be something more 
than a flyer, and that perhaps he 
need not be a flyer at all. Airport 
managers themselves took action to 
encourage university study of their 
administrative problems, and as a 
result of such demands a one-se- 
mester, three-hour research course 
called “Problems in Airport Admin- 
istration” was offered in 1943 at the 
University of Texas and has now 
become a regular part of the trans- 
portation curriculum. This course 
covers the following business aspects 
of the problem. Also the student is 
encouraged if possible to take sev- 
eral courses in Civil Engineering to 
round out the program. 

Airports classified 

The duties of management 

The organization of an airport 

Accounting control 

Stores and supplies 

Structure and plant 

Business practices 

Protection of patron and employee 

Insurance 

Legal obligations, rights, and 

restrictions 

Advertising and business promotion 

Front office functions and procedure 

Engineering and maintenance 

departments 

Accounting department 

Communications 

Personnel and employment 

Relations with city administration 


Relations with airlines 
C.A.A. regulations pertaining to 
"airport management 


The University of Texas is not so 
fortunate as to possess an airport of 
its own, but field work in this course 
is carried on at the Austin Munic- 
ipal Airport. An airport of our own 
would make this course just so much | 
better! Students who take the air- | 
port administration course and de- | 
cide to go into this branch of the | 
industry have no difficulty in ob- | 
taining jobs with established air- 
ports. In fact, the demand far 
exceeds the supply. No girls have, as 
yet, been placed in airport work but 
there seems no reason to exclude 
them, for it is believed that in the 
future women will have an active 
part in certain aspects of airport 
management. 

The field of airport management 
seems particularly attractive to re- 
turned service men, and for this 
group the University of Texas is 
offering the following ten-month 
program, approved by the American 
Association of Airport Executives: 


FIRST SEMESTER 
(Summer - Fall) Hours 


Commercial Air Transportation.. 3 


Accounting; NstsCourser eee 3 
Business Law, Ist Course....... 3 
9 
SECOND SEMESTER 
(Winter) 
Airline Administration and 
Practicelsavts saci recone 3 
Accounting, 2nd Course......... 3 
Property Insurance and Fidelity 
IB On Sotact cits eaten era 3 
Marketinoteswectasc.cc tren aoa 4 
Business Law, 2nd Course....... é. 
16 


THIRD SEMESTER 


(Spring) 
Problems in Airport Administra- 

EL OM Esters ies oeiates Piece eats 3 
Airport Management, Field Work 3 
BeAlesinanShipie nen sii tic erect emiines 3 
Bray. GutiSine smear. Se sere stan savour 8 
A course in either Water, Motor, 

or Rail Transportation — 

whatever may be offered at 

RHEN GLUING sie ictus Deusuarsehents 3 

15 
TROLL Meese ein ea Baie my 40 


This program is designed to fill 
the need for business training in 
airport management. The engineer- 
ing phases can be added, or in many 
‘cases the returned service man al- 
ready has the civil engineering back- 
ground. 

The three courses, Commercial 
Air Transportation, Airline Admin- 
‘istration and Practice, and Problems 
in Airport Administration, consti- 
‘tute the minimum amount of work 
for any program in a school of busi- 
ness administration. Other courses 
of a more specialized nature will 
doubtless be developed later as de- 
mand arises. Our educational facili- 
ties should be flexible enough to 
‘meet the demands of the industry. 

As the business program in aero- 
nautical education expands in offer- 
ings and in students, certain indi- 
viduals will want to do research in 
the field. This has been true at 
Texas. Among the master’s theses 
completed here which have proven 
useful to the industry so far are: 

The Place of Women in the Avia- 
tion Industry, by Frances M. Sharpe, 
now a member of Delta Airlines 
research staff. 
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Some Economic Aspects of the 
Air Express Business, by Arthur 
Dee Lewis, now in the Air Trans- 
port Command on leave from the 
research department of American 
Airlines. 

Problems in Airline Accounting, 
by Paul E. Boggs, now in the U. S. 
Army on leave from the accounting 
department of Braniff Airways. 

Feeder Airlines, Their Develop- 
ment and Prospects, by William J. 
Hudson, now in the Naval Air 
Transport Service. 

A Study of Air Cargo Flight 
Equipment, by Jerry W. Martin, 
now on the staff of the University 
of DTexas: 

Airport Organization, by Welles 
F. Jackson, now with the Wright 
Aeronautical Corporation. 

Other studies are in preparation, 
and the field for graduate research 
in the business of aeronautics is 
virtually unlimited. 

Certainly, schools of oe 
which in a very real sense are serv- 
ice institutions for business itself, 
must not neglect the great oppor- 
tunities offered for training men and 
women to take a part in this tre- 
mendously important new field of 
transportation—a field whose poten- 
tialities literally stagger the. imagi- 
nation. The writer is quite confident 
that the schools will not neglect 
these opportunities ! 


Note: Opinion and Comment is 
grateful to Dr. Frederick, Professor 
of Transportation and Industry at 
the University of Texas, for the 
above article. Professor Frederick 
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is a recognized authority in the 
field of Aeronautical Education and 
has been consulted by the University 
of Illinois concerning the establish- 
ment of business courses in this 


Administration at the University of | 
Illinois is now offering to under- | 
graduate students three courses in 
the commercial and business aspects | 
of the aviation industry — one each | 


field. As its contribution to the de- in Airport Management, Airline 
velopment of a well-rounded aero- Management, and the Economic | 
nautical educational program, the Problems of Air Transportation. | 
College of Commerce and Business Epiror 


How Much Is a Billion Dollars? — We talk glibly of billions these days. 


The war costs us approximately a billion dollars every four days. The im- | 
mensity of a billion dollars is more than most of us can comprehend but. 
perhaps the following calculations will give you some idea how much it is. 

Mr. H. Fred Wilson, Head of the Research and Statistics Department, — 


Chicago Federal Reserve Bank, says that a million dollars, a mere million, — 


in $1,000 bills would stand 10 inches high. A billion dollars of such bills 
would stand 833 feet high. Only five New York buildings are higher than 
that and no American building outside New York is. Each of us knows what 
he could do with just a fraction of an inch of such a pile if he had it. 

Recently Professor Donald L. Kemmerer of the University of Illinois 
Economics Department and Mr. Marc Norton, Vice-President of the First 
National Bank in Champaign, made another billion dollar calculation. They 
found that 500 crisp new bills, any denomination, weigh just one pound. A 
billion dollars of new $1 bills would weigh 1,000 tons. It would require a 
small freight train of 20 large boxcars to haul them. 

Let us put it another way. If Secretary Morgenthau offered you one 


billion dollars in $10,000 bills, the largest denomination there is, provided you - 


could carry it a mile without stopping for a rest, could you do it? Can you 
carry 200 pounds one mile withouta rest? 
A billion dollars is an awesome amount of money. 


Government Borrowing, Spending, and Taxing.—In 1944, the United 
States government collected more, spent more, and borrowed more money 
than in any previous year of its history, setting records which may not be 
broken for a long time. Net receipts amounted to approximately $45 billions 
as compared with $3414 billions in 1943 and $5 billions in prewar 1939. Total 
expenditures, not counting several billions spent by government corporations, 
totalled $97 billions; in 1939 such expenditures amounted to less than $10 
billions. The public debt was increased by a record-breaking $62 billions in 
the year. 


The Retail Trade of a Satellite Town 


A Method of Computing Trade Gained and Lost by the 
Merchants of a Satellite Town (Hoopeston, Illinois) 


P. D. CoNVERSE 


Department of Business Organization and Operation 
University of Illinois 


DIFFICULT problem in analyz- 
IN ing retail trade movements 
has been the scarcity of in- 
formation concerning the trade of 
satellite towns. By satellite towns 
are meant towns which are large 
enough to have well-developed shop- 
ping districts but which are within 
the trade areas of larger towns. A 
satellite town is a: town that has 
grown up independently and that 
has industries of its own which em- 
ploy most of its workers, but also a 
town so near a much larger town 
that its residents can make frequent 
shopping trips to the larger town. 
How much trade does such a satel- 
lite town attract from outside its 
borders? How much trade does it 
stop that would otherwise go to the 
larger town? How much of the 
trade of its residents does it retain 
and how much does it lose to the 
larger town? 

There are many such situations. 
In Illinois there are well-developed 
trading centers as Chicago, Kanka- 
cee, Rockford, Galesburg, Moline, 
Rock Island, Bloomington, Decatur, 
Danville, Champaign-Urbana, 
Springfield, Quincy, Centralia, 
Salem, Mt. Vernon, Harrisburg, 
Cairo, and others. Near many trad- 
ng center towns are smaller towns 
which are large enough to have a 


number of retail stores that sell 
various types of shopping goods. 
The question may arise: How much 
of a trade area does Clinton have 
and how much of its own trade does 
it lose to Bloomington and Decatur? 
Or to take another example, how 
much trade does Taylorville stop that 
would otherwise go to Decatur or 
Springfield and how much of its 
own trade does it lose to these towns 
and to St. Louis? 

Certain principles govern the 
movement of retail trade: people 
tend to buy their convenience goods 
(food, drugs, hardware, gasoline, 
etc.) near home; consumers will 
make longer trips to buy shopping 
goods (clothing, furniture, home 
furnishings, jewelry, etc.); the 
higher - priced the goods, or the 
greater their fashion element, 
the farther will consumers go to make 
purchases; upper-income families 
buy more out of town and make 
longer and more frequent shopping 
trips than do low-income families. 
These laws apply to consumers liv- 
ing in rural areas, in trading cen- 
ters, and in satellite towns. The 
problem is to measure the actual 
trade movements and to determine 
just how much trade a satellite town 
holds and how much it loses to 
larger towns. 


Seed 
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The town selected for this study 
was Hoopeston, Illinois. Hoopeston, 
with a 1940 population of 5,381, is 
located 24 miles north of Danville 
(1940 population, 36,919) and 100 
miles south of Chicago. The popu- 
lation of the metropolitan area of 
Danville is more than 50,000, or 
approximately ten times that of 
Hoopeston. Hoopeston is a manu- 
facturing town with canning fac- 
tories, a can factory, a canning-ma- 
chinery factory, and a foundry. 
Hoopeston thus has its own indus- 
tries and has grown up as an inde- 
pendent town. Yet its proximity to 
Danville enables its residents to 
make frequent shopping trips to 
Danville. 

A survey of this town was made 
in November, 1944, by members of 
the market research class of the 
College of Commerce, University 
of Illinois. 

Hoopeston families were asked 
where they buy a given list of com- 
modities, so selected as to represent 
both convenience and _ shopping 
goods, and where these goods were 
purchased prior to gas rationing. 
Those who make purchases out of 
town were asked for their reasons. 
Other questions were: What changes 
in places of purchase do you expect 
to make after the war? Do you ex- 

pect to purchase large articles after 

the war, and, if so, what articles? 
Do you read newspapers regularly, 
and, if so, which ones? 

Every tenth house (family) was 
interviewed in order to insure a 
representative sample covering all 
classes from the lowest-income to 
the highest-income families in the 


proportion in which these groups are 
found in the town. 


Income of Residents 


From the rent figures shown in the 
Census housing report, the average 
family income for Hoopeston fami- | 
lies in 1939-40 was estimated to be 
$2,198, and the total income for the 
town’s 1,564 families was approxi- 
mately $3,438,000. The interviewers | 
classified the families largely on the | 
basis of the houses occupied, the 
furnishings, and the occupations of 
the breadwinners. As there has_ 
been relatively little building in the 
war period and many families have 
likely bought little new furniture, 
their ratings probably represent pre- 
war incomes rather than present in- 
comes and may be applied in analyz- 
ing Census data for 1939 and 1940. 
The distribution of families ac- 
cording to living standards was as 
follows: A, 4 per cent; B, 20 per 
cent; C, 48 per cent; D, 21 per cent; 
and E, 7 per cent. A represents the 
upper-income group and E, the pov- 
erty or relief class. As groups A 
and E were small, they were com-— 
bined with groups B and D. The 
total income of $3,438,000 was di- 
vided approximately as follows: 


Estimated 

Number Average Total 
of Family Income of 

Group Families Income Group 
B 376 $3,350 $1,260,000 
(S 751 2,250 1,690,000 
D 437 1,100 481,000 
1,564 $3,431,000 


Group C is seen to have the larg- 
est purchasing power and D the 
smallest. 


Places Where Goods Are 
Purchased 


Hoopeston families were found to 
buy most of their convenience goods 
in local stores. All groceries, 97 per 
cent of the drugs, and 91 per cent 
-of the hardware were reported to 
be purchased in Hoopeston stores. 
Most of the semi-shopping goods 
'are purchased locally. For example: 
97 per cent of variety goods, 91 per 
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cent of women’s toilet articles, and 
78 per cent of women’s better 
hosiery are bought in Hoopeston 
stores. 

In contrast, a very considerable 
proportion of the shopping goods is 
purchased out of town. It is known 
that in general upper-income fami- 
lies buy more goods out of town 
than lower-income families and also 
that they spend more money. For 


Where Hoopeston Residents Buy Shopping Goods 


Percentages of Purchases 


Articles 
: ; ‘ Other 
Hoopeston | Danville Chicago Mail | Tawa 
Income Group D 
| 
RF ETSISHOCSS oio0\< sro ceie viv wroiSie somes ahs O27 4 4 
_Men’s suits and overcoats........... 67 17 12 4 
Women’s shoes... ..52.0002.000008 79 10 4 7 
ywOMeN'S Gresses. oo... ee ec ete's 75 17 4 4 
yyommen’s hats. ices) ices cale ce ole 78 11 7 4 
“Women’s coats 50 31 11 8 
MEUTNIOUTE. 2. ck es ere 100 a as ox 
Curtains and draperies 75 8 17 A 
peiiple AVETage ssc Sifewpece esis ces 77.0 11.8 0.5 6.9 Sich!) 
Income Group C 
BPEGDA SHOGS), este cieh.c.  ieicie acsiene oisie’ « 72 22 4 2 
Men's suits and overcoats........... 69 22 2 7 
MV omen’sShoesiieics..5 < s ciseraels «o'sreie:e 36 48 2 10 4 
Women’s dresses.............ee005- 47 47 2 4 
BV OMe RS NACo 6s ese cvclors cis letole:ats'eisie isle 57 35 4 4 
BUOMIEM:S COACS s., Fatssie pil ersverckegera oss 's 38 48 6 8 
MOIPSIC UTC otters Ancien cede Stacie a es 51 34 13 2 
Curtains and draperies..........-.. 63 21 14 2 
INDIE A VOTA GE ooo ais ice a feld ole ere niess 54.1 34.6 0.3 6.9 4.1 
Income Group B 
BULGE SiSHOCS:s orayeis ct sta, sats ere syne © Diesels 54 25 21 A 
Men’s suits and overcoats........... 58 13 25 4 
BA ODIENTS SOC: as oy iclse''el ¢clct'eo eye ets slave 27 50 15 4 4 
MOMMIES UTESSCS coura sis cc tie ce e siis.40 a0 42 38 12 8 
BW OMENS4BACS iis); 40) capetelo ese )aca'sl esis 69 19 8 4 
BWOMCN'S COACS oie urs sag cies! ors visio e's 38 35 19 8 
MAIETVICTIFG 3 o1die cats ais eres vie wipro’ die cle-0 lee 38 35 8 19 
Curtains and draperies............. 42 31 23 4 
Pelinple Average so: sieiw.sve.si om siete bd A's 46.0 30.8 16.4 0.5 6.4 


10 OPINION AND COMMENT 


this reason the purchases of shop- 
ping goods are shown separately 
for the three income groups. 

In the foregoing table four arti- 
cles of women’s wear, two articles 
of men’s wear, and two articles of 
home furnishings are included. 
“Home furnishings” is used here to 
include furniture. In a very general 
way, this selection weights these 
classes according to their impor- 
tance in family expenditures. It has 
been generally assumed that the 
proportion of family income ex- 
pended for clothing and home fur- 
nishings remains fairly constant as 
the family income increases, at least 
in the income groups represented 
here. One study shows that the pro- 
portion of family income spent for 
clothing declines, and that expendi- 
tures for home furnishings increase 
somewhat, as the family income in- 
creases. However, when the expend- 
itures shown by this study for both 
classes of goods were combined the 
total expenditures showed a fairly 
constant relationship to income. 
One-sixth, or slightly less, of family 
income goes for clothing and home 
furnishings. Applying this average 
to the total incomes ‘shown for fami- 
lies in various income groups and 
the purchases made in different 
towns, it was found that approxi- 
mately 54 per cent of the clothing 
and furniture items listed was pur- 
chased in Hoopeston stores and 46 
per cent out of town. However, 
some clothing such as work gar- 
ments, hosiery, and underwear are 
semi-shopping articles and, as pre- 
viously stated, are bought largely in 
local stores. When all apparel is 
considered, the conclusion is that 


Hoopeston families buy approxi- 
mately 60 per cent of their shopping 
goods locally and approximately 40 
per cent in other towns. 


Other Towns Patronized 


Similar estimates for other towns 
show that the shopping-goods trade 
of Hoopeston is divided approxi- 
mately as follows: Local stores, 60 
per cent; Danville, 27 per cent; 
Chicago (practically all by B and A 
families), 5 per cent; mail-order 
houses, 4 per cent; and other towns, 
4 per cent. In the latter group is 
included the transient trade—that is, 
purchases made by people when 
away from their habitual shopping 
towns. People make many purchases 
when traveling for pleasure or busi- 
ness. “I just happened to be there,” 
“T was there visiting friends,” “I 
was there on business,” or “I ac- 
companied my husband on a business 
trip” are common explanations of 
why purchases were made in such 
towns. Most towns make some sales 
to transients and lose some busi- 
ness from their own residents when 
the latter are transients in other 
towns. 

Very few D or C families shop in 
Chicago (100 miles away), but A 
and B families purchase about one- 
sixth of their shopping goods there. 
Very few A and B families buy by 
mail, but the C and D families buy 
some 7 per cent of their shopping 
goods from mail-order houses. 

Hoopeston variety and millinery 
stores make a relatively good show- 
ing in keeping trade at home, but 
the shoe stores make relatively few 
sales of women’s shoes to upper- 
income families. 


SS 
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Reasons for Trading 
Out of Town 


Twenty-one per cent of Hoopeston 
families either do not trade out of 
town or gave no reason for doing so, 
whereas 79 per cent explained why 


they did so. By far the leading reason - 


for buying away from home is the 

larger or more varied selection of 
goods found in larger towns. This 
reason was given by 66 per cent of 
the families who trade out of town. 
The next common reason is very 
similar: “Can’t get the desired goods 
locally.” This statement was made 
by 23 per cent of the families which 
buy out of town. Many of these 
families mentioned particularly that 
they could not get articles in the 
correct sizes locally. Together these 
two reasons account for the great 
majority of purchases made in other 
towns. 

Next in importance was the an- 
swer that the consumer was in 
another town for some other reason 
as “there on business,’ “husband 
works there.” These reasons were 
given by 17 per cent of the fami- 
lies. Taken alone, these are not 
reasons for buying away from home 
except for the natural tendency to 
shop when in other towns. Those 
who make purchases in other towns 
while visiting or working there may 
be able to shop more conveniently, 
or they may think they can secure 
goods not available locally or priced 
lower than in home-town stores. 

Another 15 per cent said that they 
bought in other towns because they 
had formerly lived there or because 
they had friends and relatives in 
these towns. It takes time for peo- 


ple to become accustomed to new 
stores. Most of these consumers 
should in time come to buy locally 
if the local stores have the desired 
goods. 

Only 16 per cent of those who buy 
out of town said that they do so 
because of lower prices and only 2 
per cent because of better quality. 
No families in the upper-income 
group said that they buy out of town 
because of lower prices. It should, 
perhaps, be noted in connection with 
the subject of prices, that most con- 
sumers are not especially “price 
conscious” at this time. 

Two per cent said they bought by 
mail because it was easier to buy 
that way. One per cent said that 
they “liked to get out of town.” 

These figures tell a very definite 
story. Most of the people who trade 
out of town do so because stores in 
larger towns carry wider selections 
of goods or because the local stores 
do not carry the desired goods 
(sizes, articles, or brands). Very 
few buy out of town because of 
lower prices or better quality. 


Changes in Place of Purchase 


A comparison of present places of 
purchase with those patronized prior 
to gas rationing indicates that 
Hoopeston families are now scatter- 
ing their purchases somewhat more 
and buying slightly more out of 
town. Probably such changes have 
been caused by difficulties in finding 
desired articles and consequently 
more “shopping around.” 

About 8 per cent of Hoopeston 
families expect to make some 
changes after the war in the places 
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where they buy goods, and most of 
these expect to do more out-of-town 
buying. 


Large Purchases Planned for 
Postwar Period 


Fifty-three per cent of the respond- 
ents said that they expected to pur- 
chase some large articles after the 
war. These families expect to buy 
an average of 2.3 articles per fam- 
ily. Another 12 per cent did not 
know whether they would make such 
purchases or not. The other 35 per 
cent have not planned large postwar 
purchases. In answer to a free-re- 
sponse question, 19 per cent of the 
Hoopeston families said that they 
expect to make extensive home re- 
pairs; 18 per cent, to buy automo- 
biles; 14 per cent, tires; 14 per 
cent, furniture; 12 per cent, new 
rugs or carpets; 12 per cent, new 
electric refrigerators; 10 per cent, 
washing machines; 10 per cent, ra- 
dios; 8 per cent, new homes; 4 per 
_cent, stokers; and smaller percent- 
ages plan to buy television receivers, 
new machinery for a plant, farms, 
and stock in companies by which 
they are employed. 


Total Gains and Losses in Trade 


For the State of Illinois, retail sales 
were equal to 53.2 per cent of the 
estimated state income in 1939. As- 
suming that this percentage applied 
to Hoopeston residents, they pur- 
chased goods amounting to $1,829,- 
000 at retail in 1939. The sales of 
Hoopeston retail stores were $2,067,- 
000 (Census figure). This indicates 
that the merchants sold $238,000 


more to families living outside the’ 
town than they lost to stores in 
other towns. Several retailers and a 


banker said that they thought that |} 


the town gained more trade than it 
lost; evidently their impression was 
correct. 

Hoopeston families are estimated 
to have spent $573,000 for apparel 
and home furnishings in 1939. Forty 
per cent of this amount, or $229,000, 
went for out-of-town purchases and 
60 per cent, or $344,000 worth, was 
bought from local stores. Sales of 
apparel, general merchandise, and 
furniture stores (largely clothing, 
variety goods, and home furnish- 
ings) in Hoopeston amounted to 
$369,000. This indicates that they 
sold $25,000 to families living out- 
side the town. 

Thus the Hoopeston stores as a 
group gained $238,000 trade from 
outside families. As an estimated 
$229,000 worth of business in ap- 
parel and home furnishings was lost 
to other towns, $467,000 of sales in 
other lines and enough to make up 
for the purchases of convenience 
goods and other types of shopping 
goods, such as automobiles and 
jewelry, made by Hoopeston resi- 
dents in other towns must have been 
gained. Hoopeston merchants at- 
tracted sales amounting to more 
than $500,000 in other lines of mer- 
chandise from families living out- 
side the town. Most of the business 
secured from outside families was in 
automotive goods (cars, trucks, ac- 
cessories, repair parts, tires, gaso- 
line, and oil), some $300,000; food, 
some $85,000; and building materi- 
als more than $150,000. 
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How Much Business Can a 
Satellite Hold? 


The types of goods sold by retailers 
may be divided into three broad 
classes: (1) convenience goods, con- 
sisting of foods, meals, refresh- 
ments, including soft and hard 
drinks, tobacco, papers and maga- 
zines, gasoline, ice, automobile re- 
pair parts and tires, drugs, hard- 
ware, many building materials, some 
work clothing, notions, household 
supplies, and some variety goods; 
(2) shopping goods, consisting of 
the medium and better grades of 
clothing, home furnishings and fur- 
niture, jewelry, gifts and novelties, 
and some variety goods; (3) an- 
other type of shopping or “specialty” 
goods, consisting of automobiles, 
electrical appliances, heating and 
plumbing goods, farm implements, 
and some building materials. These 
are regarded as shopping goods be- 
cause consumers “shop around” 
when making such purchases and 
because of the large unit value of 
the articles. They are sometimes 
classed as “specialty” goods to dis- 
tinguish them from other shopping 
goods and because many people buy 
them by brand. 

The importance of these three 
classes of goods varies from one 
town to another. For Illinois in 
1939, convenience goods made up 
somewhat less than one-half of the 
total retail sales; the first type of 
shopping goods, approximately one- 
third; and the second type of shop- 
ping or specialty goods, somewhat 
more than one-sixth. 

Satellite towns should hold the 
great part of the business in the 


first class and most of it in the third 
class. If the merchants are losing 
any considerable part of this trade, 
they may well conduct an investiga- 
tion to find the reason. On the other 
hand, most satellite towns may ex- 
pect to lose some trade in clothing, 
home furnishings, and other shop- 
ping goods to larger towns. Just 
how much they can keep depends on 
the relative sizes of the towns, the 
distances between them, and the effi- 
ciency of the retailers in the two 
towns. 

The retailers in a satellite town 
naturally want to know whether 
they can increase the trade they 
secure from their town and adjoin- 
ing territory. It is easy enough to 
say “Yes. The retailers by operating 
better stores can keep more of the 
trade at home.” The merchant who’ 
carries a complete and well-assorted 
stock of the quality of goods desired 
by his customers, at prices they are 
willing to pay, will increase his sales 
and will secure trade that would 
otherwise be lost to other towns. A 
town that has several good stores 
is a good shopping town. The shop- 
ping habits of Hoopeston families 
show that some stores carry larger 
assortments of goods than do others. 

However, it is hardly likely that 
all stores in a town will be operated 
by top-flight merchants at all times. 
The merchants in another Illinois 
satellite town say that they know 
that they lose some trade to a near- 
by larger town; that this cannot 
be helped; but that there is plenty 
of trade left for them. They hope to 
operate stores good enough to hold 
the trade they now have and to win 
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back a little of the part that now 
goes to the larger town. Perhaps 
this is the right attitude if it does 
not lead the retailers to a state of 
stagnation. 

If the merchants want to keep the 
shopping-goods trade they now have, 
and also win back some that goes 
elsewhere, they might well approach 
their problem by making a survey 
to ascertain the facts: How much 
business is lost and why? What do 
the residents like and dislike about 
the local stores? What goods are 
unavailable locally? What services 
do customers want? What unneces- 
sary services are now rendered? 
The survey should be made by a 
competent and experienced research 
man. Another method of approach 
which can be used with or without 
such a. survey is for each of the 
retailers to go out and spend a few 
days talking to local residents, those 
who are his customers and those 
who are not his customers. Any 
merchant who does this will receive 
some good suggestions, and the in- 
terviews will probably stimulate him 
to do something about the sugges- 
tions and complaints he receives. 

A survey may point the way to 


improving the local shopping dis- 


trict. Perhaps the stocks in one ori): 


more types of stores are not what 
the customers want. If such is the) 


case, the local merchants may bejj 


aroused to improve their stores, or} 
they may be induced to sell to more> 


progressive or aggressive merchants. |} 


In other cases the need may be for 
new stores. In one town the inde-- 


pendent retailers advertised for aj 


chain to come in and operate a, 
variety store. They realized that the: 


town needed a good variety store, | 
and as most such stores are operated | 
by chains they advertised for a| 


chain. A survey may indicate that 


local prices are too high. If so, the | 


local stores should reduce their op- 
erating expenses or seek out new 
sources of goods. A survey may 


reveal many things. But no matter | 


how thorough it is, it will do no 
good if its findings are not acted 
upon. Too often the report on a 


survey is submitted, read, and then | 


filed away without anything being 


done about its recommendations. But | 


if merchants interview the consum- 
ers, the contacts made are more 


likely to result in definite improve- 


ment in merchandising activities. \ 


United States Population.— The population of the United States on 
July 1, 1944, including service men and women overseas, is estimated to have 
been 138,100,874, an increase of 6,400,000 since the 1940 census. It is also 
estimated that women outnumbered men by more than 6,000. Centers of war 
production have shown an abnormal rise in population, which calls for in- 
telligent planning to provide for their excess manpower when wartime ac- 


tivities cease or decline. 


Accounting as a Basis for O.P A. Actions 


Paut M. GREEN 


Deputy Administrator for Accounting, Office of Price Administration 


| VERY individual in this country 
KE is affected by actions taken by 
the Office of Price Adminis- 
tration. Since these actions must 
have an adequate factual basis, re- 
liable accounting and adequate rec- 
ord-keeping have become more im- 
portant than ever before to the 
American businessman. Under price 
control he can adjust his prices up- 
ward only to the extent that his 
records show justification for such 
action. In setting initial ceilings and 
in considering petitions for amend- 
ment and exception, O.P.A. must 
study cost and financial data for the 
industry and for individual firms. It 
is no wonder that so many business- 
men have expressed an interest in 
methods of carrying on the great 
amount and variety of accounting 
work that is obviously necessary. 
Accounting studies and examina- 
tions are requested by members of 
the price, rent, rationing, and en- 
forcement departments of O.P.A. as 
the need arises and are conducted 
by the accounting department. 
O.P.A. takes every precaution to in- 
sure the use of accounting practices 
generally accepted in the industries 
under regulation. To further this 
aim, a group of accountants with in- 
tensive experience in the industry 
concerned is delegated to make the 
cost studies and examinations re- 
quired by each commodity division 
of the Office. There is also a group 
of accountants which works in close 
cooperation with the rent depart- 


ment, and this group has developed 
processes of collecting and analyzing 
operating results of rental housing 
far beyond the scope of previous 
work in this field. 

To maintain the highest account- 
ing standards and to insure objective 
treatment of the business records 
examined, the accounting depart- 
ment is organized along the lines of 
a public accounting firm responsible 
for obtaining and analyzing cost and 
financial information but not con- 
cerned with the final operating de- 
cisions based upon such information. 
Accounting reports must be ap- 
proved by the executive members of 
this staff, and these professional ac- 
countants also furnish advice on 
technical problems. 

In addition to the specialized com- 
modity accountants in Washington, 
the Office has in the district and 
regional offices accountants with 
broad, generalized experience. This 
setup makes possible quicker and . 
more efficient service on local cases 
at a saving of time and expense. 
Before the regional and district 
offices were established, it was neces- 
sary to send accountants from 
Washington to all parts of the 
country to carry on all necessary 
accounting functions. 


How O.P.A. Obtains Financial 
and Cost Information 


In any type of accounting study, 
O.P.A. may obtain the necessary in- 
formation either by asking firms to 
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submit data or by sending account- 
ants to examine cost and financial 
records. In these studies the Office 
has virtually always received full 
cooperation from industry. To save 
expense, all possibilities of obtaining 
the needed information by mail are 
explored before a visit to a plant is 
authorized. In any case, one of the 
first things that an accountant or 
other member of the staff does when 
called upon to get information about 
any company or industry is to find 
out what information is already at 
hand. Much of the information that 
O.P.A. has collected has been ob- 
tained in preparation for specific 
price or rent actions and includes de- 
tails of costs, prices, production, 
sales, discounts, and trade practices. 
In addition, over-all information 
concerning the changing financial 
operations and condition of com- 
panies affected by price control is 
needed to determine generally fair 
and equitable prices. Most of this 
general financial information is ob- 
tained through the financial report- 
ing program of the Office and 
through the cooperation of other 
Federal agencies, chiefly the Bureau 
of Internal Revenue. 


Financial Reporting Program. 
O.P.A. must have financial data on 
the position and operations of a 
large number of business enterprises 
affected by price action. Corporation 
income tax returns, reports filed 
with the Securities and Exchange 
Commission, publications of the 
Federal Trade Commission, and 
other sources of such information 
are not designed for price-control 
purposes and are not sufficiently up 
to date. For this reason, O.P.A. re- 


quests a large number of firms to file. 
regular balance-sheet and income- 
account reports. An annual financial 
report is made on a Form A at the 
end of the company’s fiscal year, and 
an interim report is made quarterly | 
on a Form B. 

At the request of O.P.A. the In- 
dustry Advisory Committee on Gov- | 
ernment Questionnaires appointed a 
panel to study the financial report- 
ing program last year and to help 
with its revision. As a result of this 
study the report forms have been | 
greatly simplified and condensed, 
and the coverage of the program has 
been broadened to include a more 
representative group of companies 
of all sizes. The Committee agreed 
that since current financial reports 
are needed by O.P.A., they will be 
less burdensome to industry if pre- 
pared and submitted on a uniform 
basis so that the reporting concern 
has adequate advance notice of what 
is expected. In reporting their find- 
ings as to the need for and use of 
financial and cost data by O.P.A., 
the Advisory Committee said in 
part: 

The only alternative to use of finan- 
cial data would be for the pricing sec- 
tion to “guess” as to current operating 
conditions and render a decision which 
would not be based on any facts. Such 
a practice would not be satisfactory 
either to business or O.P.A. and, if 
followed, would undoubtedly cause 
hardships to the industries and indi- 
vidual businesses affected. 


The Office of Price Administration 
must have facts in order to make sound 
decisions. The facts required fall into 
two general groups: 
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First, financial information in con- 
densed form for a business and for a 
group of businesses in the same in- 
dustry, or for a total of several allied 
industries; and second, more detailed 
data as required to give information 
about individual products or services 
or groups of products or services. 
Such detailed information cannot be 
obtained from current financial reports, 
even if more extensive than forms A 
and B, but must be made available as a 
result of supplementary questionnaires 
or reports or of a field survey. 


Both legislative and administrative 
decisions affecting business can be 
more sound if those responsible have 
available reasonably complete data as 
to current operations of various indus- 
tries and business as a whole. So far 
as we know, such information is not 
available at the present time, even on 
an annual basis, except that obtained 
from the Treasury Department as 
summaries of tax returns, which in- 
formation is not usually available until 
18 months after the close of a year. In 
contrast, information from forms A 
and. B would give more up-to-date 
financial information than has ever 
been available at any time in this 
country. Such information appears to 
us to be of great value at the present 
time, and in the very difficult months 
that are immediately ahead. 


Inter-agency Cooperation. To sup- 
plement the current financial data 
obtained on Forms A and B, copies 
of income tax transcripts for the 
years 1936 to 1942 for incorporated 
enterprises have now been obtained 
by Executive Order. Even though 
the tax transcripts are not available 
for approximately a year and a half 
after the end of the year which they 
cover, they have been very useful. 
In addition, permission is obtained 


from the Secretary of the Treasury 
to examine individual, partnership, 
and corporation income tax returns 
when circumstances justify this pro- 
cedure. 

To reduce the number of govern- 
ment forms that must be filed by 
business, an effort is made to make 
the O.P.A. reporting program serve 
the needs of other Federal agencies 
for this type of information if this 
can be done without violating rules 
of confidentiality. Since much of the 
information collected is highly con- 
fidential, it is carefully protected and 
is made available only to responsible 
operating personnel and to other 
government agencies which have the 
right to require such information di- 
rectly from the companies. For this 
reason, the major part of any infor- 
mation that is released consists only 
of summaries of various similar 
items for companies in the same in- 
dustry. In accordance with the Price 
Control Act and the Federal Re- 
ports Act, information about indi- 
vidual companies is made available 
to certain agencies, such as the War 
Department and the Navy Depart- 
ment, if it is determined by the 
O.P.A. Administrator that withhold- 
ing such information would hinder 
the war effort. 

Field Studies. When the necessary 
accounting information can be ob- 
tained by mail, accountants familiar 
with the industry analyze it as it is 
received and then incorporate it in 
a written report upon which oper- 
ating decisions can be based. When 
the information needed is of a very 
technical nature and a great deal of 
analysis is necessary, an accountant 
visits the company. If an industry 
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is being surveyed, every effort is 
made to insure that there is adequate 
coverage of all sizes and types of 
plants in the industry. In such sur- 
veys, the accounting department 
must obtain cost and financial data 
not only for over-all operations but 
also by products and departments. 

Many companies, especially the 
smaller ones, have incomplete cost 
records or none at all, and there is 
little standardization of accounts 
within industries. Instead of asking 
any company to change its methods, 
O.P.A. accountants take cost and 
financial data as the companies keep 
them and arrange them into compa- 
rable patterns wherever necessary. 
Multiple-product companies have 
particularly complex problems, such 
as the allocation of costs and over- 
head expense. An important by- 
product of price control is the bene- 
fit to American industry that has 
resulted from the accounting work 
necessarily performed by O.P.A. for 
many companies and industries with 
poor cost records. After examining 
the work of the O.P.A. accountant, 
many businessmen who have been 
operating more or less by guess are 
impressed with the usefulness of 
scientific records and accordingly in- 
stall cost systems. 

A major part of the accounting 
demanded by area pricing, local 
price and rent adjustments, ration- 
ing, and enforcement cases is done 
by the district or regional staffs. In 
addition, the accountants stationed 
in field offices assist in making 
national cost surveys. Since it is 
neither practicable nor possible to 
staff each field office with account- 
ants who have the specialized train- 


ing necessary for each industry, the ||, 


specialists in the Washington office 
plan the accounting work to be done 
on nation-wide surveys so that cost 
and financial information will be re- 
quested in accordance with account- 
ing and reporting methods in use in 
the industry. The accountants in the 


national office also review, compile, |); 
and analyze the accounting informa- | 
tion sent in from the field. Their | 


trips to the field are confined to 


those cases in which either highly | 


specialized knowledge of an indus- 
try is necessary or the field staff is 
not adequate to handle a temporary 
increase in work load. 


Industry Surveys 


Although most of the commodities 
which were being produced before 
the war have already been placed 
under price ceilings, new regulations 
are continually being required for 


new products or for products made | 
of new materials because of war- | 
time shortages. In addition, com- | 
modities are continually being re- | 
Maxi- | 
mum Price Regulation and placed | 
under specific regulations based upon | 
new cost and financial studies. Since | 
the beginning of price control, many | 
industries have alleged that they | 


moved from the General 


were being squeezed between fixed 
selling prices and rising costs and 
have made requests for price revi- 
sions. The number of such requests 
increased greatly in 1944, with a con- 
sequent increase in the number of 
industry cost and financial surveys. 

O.P.A. uses both over-all financial 
information and product-cost infor- 
mation for an industry in establish- 


ing maximum prices. There has not 
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always been complete unanimity of 
opinion on the necessity of using 
both these pricing standards in order 
to arrive at a fair and equitable 
ceiling. In fact, the standards 
adopted as pricing guides were 
formally challenged only last sum- 
mer and were upheld in a decision 
of the Emergency Court of Appeals. 
In considering the case of Gillespie- 
Rogers-Pyatt Co., Inc. et al. vs. 
Bowles, decided August 24, 1944, the 
Court concluded that the industry- 
earnings standard is valid when ap- 
plied either to a single-product or to 
a multiple-product industry, and dis- 
missed the complaint because the 
complainants had not presented 
over-all profit and loss figures to 
O.P.A. in support of their protests. 
New problems have recently been 
faced in connection with those in- 
dustries which have been out of 
civilian production for approxi- 
mately two years and for which the 
War Production Board has pro- 
posed a limited amount of civilian 
production. These furnish a sample 
of the intricate accounting problems 
that will accompany general recon- 
version to civilian production. 
O.P.A. is interested in seeing that 
companies understand any applicable 
regulation and are following its pro- 
visions in carrying on their business. 
Accountants are accordingly sent to 
companies under certain regulations 
to find out whether these companies 
are conforming and to give any ex- 
planations or suggestions found to 
be necessary. The survey of the 
plastics industry recently made by 
accountants is an example of this 
type of informational service. The 
work done on such a survey differs 


from enforcement work in being en- 
tirely educational in nature and not 
an investigation of suspected or 
alleged violations. 


Examinations of Individual 
Companies 


Regulations covering essential com- 
modities may include provisions for 
adjusting the prices of individual 
companies. Such adjustment pro- 
visions were added to several regu- 
lations in recent months under the 
general program designed to stimu- 
late production of essential goods. 
Under this program, price relief is 
limited, if possible, to an individual 
price adjustment or to a general 
price increase which, in the aggre- 
gate, will not exceed the weighted 
average of individual price adjust- 
ments. 

When a company applies for an 
adjustment under the price regula- 
tion covering its products and sub- 
mits cost and financial informa- 
tion in support of its application, an 
accounting analysis of the applica- 
tion is necessary. If sufficient data 
have not been presented, additional 
data may be requested by mail, or 
it may even be necessary for an 
accountant to make a personal visit 
to the office of the company. In such 
an adjustment case, the accountant 
is interested in the detail of costs 
and operating margins and in the 
over-all financial condition of the 
company. If possible, he secures 
cost data on a product basis in order 
that the operating executive will be 
in a position to recommend the 
granting or denial of the request for 
a price increase on the specific 
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product. There have been thousands 
of cases requiring such individual 
analysis of specific companies. 

Improper allocation of costs often 
leads a company to believe certain 
product costs to be higher than they 
actually are. On the other hand, ac- 
countants, in analyzing applications 
for relief from hardship, sometimes 
find that a company is in a worse 
operating position than its own allo- 
cation of costs would indicate. Of 
course such cases are much rarer. 
Companies with overstated costs are 
naturally prone to become alarmed 
and to make applications for adjust- 
ment on the basis of their product 
records. 

As the reconversion period ap- 
proaches, the number of price ad- 
justment cases will necessarily take 
an upward swing in several indus- 
tries. The choice of any pricing 
method is largely dependent upon 
the feasibility of obtaining and ana- 
lyzing the accounting data that it 
requires. Since a return to full 
civilian production as rapidly as 
conditions permit is essential for 
the stability of the economy, very 
simple methods of pricing will be 
used wherever possible; but the 
effect on the individual companies 
affected will have to be tested 
against adequate financial and cost 
information. 


Accounting in the Rent, Rationing, 
and Enforcement Programs 


This article is concerned chiefly 
with the accounting required by the 
price department, because that phase 
is generally of most interest to busi- 
nessmen. But to indicate the extent 
of accounting activities in O.P.A., 


the accounting required by the rent,, 
rationing, and enforcement depart- |j! 
ments should be given at least pass-- 
ing mention. 

The peculiar accounting problems |} 
involved in the rent-control program ||: 
would fill a book, as yet unwritten; 
they are of greatest interest to real- 
tors and to a comparatively small | 
number of accountants who are] 
called upon to interpret the oper- | 
ating-cost records of rental housing. | 
Suffice it to say that accounting for 
rental properties has lagged’ far 
behind industrial accounting and 


that O.P.A. accountants have done |) 


some real pioneering in this field. 

Accounting in the rationing pro- ||) 
gram has meant the application of | 
the techniques involved in monetary || 
accounting to a new kind of cur- | 
rency. The rationing of scarce com- 
modities has based our economy on | 
a combination of money and ration | 
currency instead of entirely on 
money, and the accountant’s train- | 
ing and experience in the safeguard- | 
ing of valuable documents contrib- } 
ute greatly to the success of this | 
new system. | 

The enforcement department de- 
pends upon the accounting depart- 
ment for the making of audits to 
determine whether suspected or al- 
leged violations actually exist and, 
if so, the amount of such violations. | 
Accountants and investigators work- 
ing together have developed many 
methods of catching up with black 
market operations. A review of 
many individual sales invoices and 
other source documents is generally 
necessary in enforcement cases, and 
consequently these take longer than 
do most other types of cases. The 
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-accountant who makes the examina- 
‘tion may be called to appear in court 
aS an expert witness when an en- 
forcement case is tried. 


l Industry Cooperation 
In Price Control 


‘This outline of the work performed 
by the O.P.A. accounting depart- 
ment may give some idea of the 
‘great amount of factual data needed 
‘to administer the Emergency Price 
Control Act reasonably and fairly. 
The cooperation of honest business- 
‘men has had a big part in the suc- 
cess that O.P.A. has achieved thus 
far in preventing a repetition of 
‘the inflation that has always before 
‘resulted from the acute scarcities 
and increased buying power accom- 
panying war. No one realizes better 
than the accountant who constantly 
examines industry records how much 
this cooperation means in making 
‘price control work. One of the para- 
doxes of price control is that the 
very attempt by O.P.A. to keep its 
‘regulations fair and equitable and 
to protect the honest members of an 
industry may necessitate so many 
new and complicated regulations and 
amendments that the difficulty of 
keeping up with them is increased. 

The traveling accountants of the 
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O.P.A. visit business concerns of all 
types and sizes and probably get a 
fairly accurate picture of the atti- 
tudes of businessmen in general to 
price control. Their reports indicate 
that price control often acts as a chal- 
lenge to the good businessman. He 
usually finds that price control 
leaves him a good-sized area in 
which to exercise his judgment and 
managerial ability. Since he cannot 
increase his profits by raising his 
prices, he bends his efforts toward 
increasing his profits by cutting his 
costs. For instance, he is likely to 
find that in the present sellers’ 
market he can cut down selling costs 
considerably. 

But in order to find the spots 
where costs can be cut down or 
where other adjustments are needed, 
many a businessman has discovered 
that he must keep much better rec- 
ords of his transactions than he has 
ever had before. During the past 
three years, O.P.A. accountants have 
examined thousands of business rec- 
ords and one of the most favorable 
trends that they have noticed has 
been the steady improvement in cost 
systems. This trend is encouraging 
because the accountant knows from 
his wide observation of business 
methods that it is better business to 
measure than to guess. 


According to the United States Department of Commerce, national income 
reached a new high annual rate of $158,000,000,000 and national production 
a new high annual rate of $196,000,000,000 in the first half of 1944. Consumer 
expenditures rose to more than $95,000,000,000 at annual rates. Manufactur- 
ing pay rolls were practically stable, but net incomes of farmers increased, 
though at a slackened pace. Payments to the armed services and their 
dependents reached an annual level of $155,000,000,000. 


Proposals for the Revision of the Federal 
Income Tax Law With Particular 
Reference to Corporation Taxes” 


Epwarp J. Firsey and Lroyp Morey 


Department of Business Organization and Operation 
University of Illinois 


HE authors were requested by 

| the Federal Taxation Com- 
mittee of the Illinois State 
Chamber of Commerce to submit 
suggestions for the further improve- 
ment of Federal income tax laws. 


The following suggestions were sub- 
mitted: 


A. Short-time Program 


The Committee should concentrate 
its efforts toward obtaining consider- 
ation by Congress within the next 
few months of an improved corpo- 
rate income tax law. Emphasis 
should be placed on the following 
items: 

1. Simplification of reporting. 

The Bureau of Internal Revenue 
should accept, in lieu of the special, 
detailed reports now required, the 
regular financial statements (balance 
sheet and income statement) of a 
corporation when certified by a 
certified public accountant as having 
been prepared in accordance with ac- 
cepted accounting principles. From 
these statements the facts necessary 
to prepare computation of taxes 
should be drawn for presentation on 
a simple tax computation form. 

In presenting this proposal, the 


*Submitted to the Federal Taxation 
Committee of the Illinois State Cham- 
ber of Commerce in 1944, 


following facts and conditions might 
be emphasized: 


(a) A certified public accountant, | 
practicing as a public accountant, | 
even though employed by a client, | 
independent || 
independent. ||. 
point of view. For this reason, a | 
statement certified by such a person | 
may be accepted as setting forth | 
accurately and objectively the facts |}, 


acts Wiiiian an 
status 


entirely 
and from an 


of the situation. 


(b) The Bureau of Internal Reve- | 
nue might require the registration | 
of persons whose reports would be | 
which | 
registration would be based upon | 


accepted for this purpose, 


previous experience and upon their 


established right to appear before | 


the Board of Tax Appeals. 

(c) Evidence of the complexity of 
present procedure is found in the 
fact that the instructions which 
must be considered on the present 
corporate tax report forms cover 18 
pages. The preparation of these re- 
ports on special forms, which largely, 
though not exactly, duplicate the 
regular accounting reports, is a very 
great burden on business organiza- 
tions as well as on the Bureau itself. 


2. Reduction in the number of 
separate taxes. 

(a) Consolidate the normal tax 
and the surtax, which are now com- 
puted on substantially the same in- 
come, into a single, graduated tax. 


(b) Eliminate the capital stock | 


tax and the “declared value excess 
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profits tax” and merge them with 
the consolidated normal and surtax. 
(c) Eliminate the double taxation 
now involved in taxing the total in- 
come of the corporation and also 
taxing the individual on his divi- 
dends from the corporation. 
In this connection, consideration 
might well be given to some equi- 
table plan of taxing a portion of un- 
distributed surplus, or of giving the 
stockholder credit (against his own 
income tax) of all or a part of his 
pro-rata share of the tax paid by the 
corporation. 


(d) The excess profits tax calls for 
attention but, because of revenue re- 
quirements, no attempt should be 
made to modify materially the total 
amount of such tax in the war 
period. 

3. Eliminate field reviews in the 
case of reports certified by certified 
public accountants, except in those 
cases in which there are discrepan- 
cies Or inconsistencies in the figures 
submitted. 

The present practice of subjecting 
every corporate report to a field re- 
view requires an expenditure of pub- 
lic funds and manpower, both gov- 
ernmental and corporate, far in 
excess of the benefits gained. The 
practices of the Bureau and its rep- 
resentatives in connection with such 
reviews also lead to extended dis- 
cussions and appeals which rarely 
result in material added recovery 
for the government. 


B. Long-time Program 


Congress should be urged to provide 
for a comprehensive study of the 
entire Federal tax structure, looking 
toward the development of a new 
and comprehensive law based on 
sound principles and the most equi- 
table distribution possible. The best 
features of the Carlson and Knutson 
resolutions and the Forand bill 
should be accepted. 

The following procedure is sug- 
gested: 

(1) Designate the Joint Congres- 
sional Committee on Internal Reve- 
nue Taxation as the official body to 
carry out such a study. 

(2) Provide an appropriation to 
that committee sufficient to carry 
out the necessary technical studies. 

(3) Provide for an advisory coun- 
cil to be selected by the joint com- 
mittee in such a manner as to be 
widely representative of the types 
of expert opinion that should be 
brought to bear on the problem. 

(4) The scope of study of the 
council, in general, should consist 
of the program covered by the Carl- 
son resolution. 

(5) The joint committee should 
be required to make reports of prog- 
ress from time to time but without 
a stipulated time limit unless that 
time limit be made a long period in 
advance, thus allowing ample time 
for study and for public discussion. 


The Recent International Civil 
Aviation Conference* 


Donatp L. KEMMERER 


Department of Economics, University of Illinois 


World Aviation 
Conferences 


HE third of the world’s historic 
international civil aviation 
conferences ended in Chicago 

on December 7 after being in con- 
tinuous session 37 days. The first of 
such conferences produced the docu- 
ment known as the Paris Air Con- 
vention of 1919, which recognized 
the principle that “every power has 
complete and exclusive sovereignty 
over the air space above its terri- 
tory.” It also established a perma- 
nent commission and drew up certain 
minimum technical requirements 
for international civil aircraft. The 
United States did not ratify this 
Convention. The second conference 
produced the Havana Convention of 
1928, which we did ratify but which 
dealt with Western Hemisphere 
problems only. It was modeled in 
large part on the Paris Convention 
except that no permanent commission 
was set up and no minimum techni- 
cal requirements were laid down. In 
fact, one signatory state sometimes 
refused to accept a certificate of air- 
worthiness issued by another. Free- 
dom of innocent passage for com- 
mercial planes appeared to be 
accepted but was not observed in 
practice. When the recent Chicago 
Convention is ratified and goes into 
effect, its provisions will supersede 


*Republished by courtesy of The 
Commercial and Financial Chronicle. 


all those of the above two confer-. 
ences. 
While some highly important || 


contributions to international civil ||) 


aviation were made by the Chicago || 


gathering, its achievements fell far ||| 


short of what had been expected. 
It drew up a plan for an Inter- 
national Civil Aviation Organization | 
with powers to recommend only; it 
presented a lengthy report on tech- | 
nical matters which should result in 
common signals and traffic rules | 
throughout the world; and it defined | 
freedoms of the air and clarified | 
differences of opinion about them | 
but failed to harmonize these con- 
flicting views. Commercial air lines | 
must still untangle a mass of red 
tape before setting up foreign 
services in many parts of the world. 
This was the reason the Conference 
was such a disappointment. 


Reasons for Sudden Calling 
of Conference 


A successful international confer- 
ence is often but a dramatic climax 
to careful preliminary negotiations 
with the outcome a foregone con- 
clusion. For over a year Assistant 
Secretary of State, Adolf Berle, Jr., 
discussed the future rules of inter- 
national civil aviation with Britain’s 
Lord Beaverbrook. The two seemed 
reasonably in accord and there was 
every expectation that eventually 
agreements would be reached. Sud- 


[ 24 ] 


FEBRUARY, 1945 25 


denly in September, time seemed to 
be running out and some sort of an 
immediate agreement was most es- 
sential. Allied armies were chasing 
the Germans in headlong flight 
across France and it was widely 


prophesied that. the war in Europe 


would soon be over. In the period of 


reconstruction and trade develop- 
ment to follow, air transportation 
would be of growing importance. 
The antiquated rules under which 


international civil aviation had oper- 


ated before 1939 obviously had to 
be streamlined, or the growth of air 


transportation would be tragically 
stunted. 

There were other reasons for 
speeding up the holding of an air 
conference although not all of them 


‘are yet clear. It was to American 


interest that the Conference be held 
while we were still doling out lend- 
lease money in large gobs. At least 
the experience of the Conference 
indicated that smaller nations were 
inclined to let Santa Claus have 
whatever he wanted within reason. 
Likewise there are hints that our 
commercial air lines with overseas 
ambitions were beginning to bring 
pressure on the Government to clear 
the way for their postwar develop- 
ment. Foreign areas were being 
liberated and our airplane produc- 
tion had reached the point where 
overseas transport planes could be 
made available for commercial use. 


Nations Attending 


The State Department invited 55 
nations to attend, of which 52 sent 
voting delegates and two more sent 


observers. Present were delegations 
from six parts of the British Em- 
pire, each one with the same voting 
strength as ourselves, from all the 
Latin American nations but Argen- 
tina, from the Philippines, and from 
such neutral nations as Spain, Por- 
tugal, Switzerland, and Sweden. 
Most conspicuous for its absence 
was Russia, which gave a last- 
minute excuse that “pro-Fascist” 
powers had been invited. There 
were others besides Russia who 
wondered why “slacker” neutrals 
were permitted to attend what was 
frequently referred to as the civilian 
aviation branch of the peace con- 
ference. However, this was probably 
not Russia’s real reason for staying 
away. What it was is not clear. 
Possibly it was her reluctance to 
grant planes of other nations the 
right to fly over her territory during 
the period of postwar reconstruc- 
tion. Since Russia occupies one- 
seventh of the earth’s land surface, 
much of it surrounding the North 
Pole and hence blocking some of the 
direct air routes of the future, her 
abstention was more of a blow to 
the Conference than was generally 
admitted. With Russia out, the Big 
Three or ABC powers of the Con-. 
vention were literally America, 
Britain, and Canada. Altogether, 
the Conference was attended by 185 
delegates, 156 advisers and consult- 
ants, 332 secretaries and stenogra- 
phers, and 124 military police. The 
scene of this very considerable 
gathering was Chicago’s Hotel Stev- 
ens, reputed to be the largest hotel 
in the world. 
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Principal Personalities 


The United States sent ten delegates 
to the Conference. At their head 
was Adolf Berle, Jr., an original 
“brain truster” and Assistant Secre- 
tary of State, but, incidentally, not 
among the battery of secretaries re- 
cently appointed for the fourth term. 
Berle matriculated at Harvard at 
the age of 14, speaks several lan- 
guages, affects the diplomatic man- 
nerisms of George Arliss’s Disraeli 
and is known to intimates as “The 
Brain.” Berle proved himself an able 
negotiator and earned the. respect 
of many American air-line magnates. 
Other American delegates were Wil- 
liam A. Burden, Assistant Secretary 
of Commerce for Air; L. Welch 
Pogue, Chairman of the Civil Aero- 
nautics Board, and Edward Warner, 
Vice-Chairman, all of them suitable 
selections. Then there were four 
Congressmen with appropriate com- 
mittee backgrounds. Most prominent 
of these was Senator Brewster, of 
Maine, who participated in the 
famous Senatorial junket around the 
world in 1943. Their appointments 
may not have been such a help at 
the Conference but may be very im- 
portant when treaties or agreements 
have to be approved. And last, there 
were Fiorello LaGuardia, ubiquitous 
Mayor of New York, and Rear Ad- 
miral Richard E. Byrd, the explorer, 
who apparently did not even want to 
come. It would seem that the places 
of these two might better have been 
filled by some prominent air execu- 
tives, such as Juan Trippe, whose 


combined business and diplomatic. 


ability has carried Pan American 
Airways into all corners of South 


America in the last decade, or W. 
A. Patterson, President of United 
Air Lines. American big business in |}, 
the air was unrepresented. if 

Great Britain at the last minute |) 
decided not to send Lord Beaver- ||j. 
brook and his chief technical ad- | 


viser, but appointed in their stead |}, 


Lord Swinton and other advisers. | 
Lord Swinton is Britain’s newly | 
created Minister of Civil Aviation 
and ace trouble shooter. Canada | 
sent C. D. Howe, Minister of Re- | 
construction and Transport, able in- | 


dustrial engineer and famed go- ||) 


getter, and also H. J. Symington, | 
President of Trans-Canada Air | 
Lines. The Union of South Africa | 
appointed John Martin, perhaps the | 
oustanding business executive in | 
that part of the world and adviser 
of Jan Smuts, the Dominion’s Prime 
Minister. It has appeared to some 
that the British Empire chose men 
of higher caliber than we did. How- 
ever, the six delegations of the Em- 
pire did not hold together through- 
out the Conference. France was a 
better ally than some of England’s 
own Dominions. Canada maintained 
a middle ground between the United 
States and Britain and essayed the 
role of the compromiser. 


“Closed Sky” Principle 
Antiquated 


Once the “closed sky” principles 
prevailing before the war are under- 
stood and it is realized that these 
rules would go into effect again 
automatically when the war ends, 
the need for a conference of nations 
to remodel this antiquated system 
becomes apparent. Under it, if 
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Canada wanted to establish an in- 
ternational air route overland to 
Peru, she would have to obtain the 
consent of all the nations over 
whose territories her planes would 
have to fly. Oliver T. Lissitzen in 
his standard work, International Air 
Transport and National Policy, de- 
scribed the old method thus: ‘Routes 


which are technically feasible and 


commercially promising . .. re- 
mained unopened. ... Small but fa- 
vorably situated countries .... ex- 


acted conditions for the grant of 
landing rights . .., financially bur- 
densome to the foreign carriers in- 
volved. . . . Turkey barred all for- 
eign air lines from passing over it 
in an east-west direction, primarily 
for military reasons and, as a re- 
sult, European services to Southern 
Asia were deprived of the use of the 
shortest route. Turkey’s attitude re- 
dounded to the advantage of Greece, 
which, it was reported, required all 
foreign air liners passing over its 
territory to land at Athens and to 
coordinate their schedules with those 
of the internal Greek services.” 

Obviously the “closed sky” prin- 
ciple would retard the growth of 
international air transport. 

During the last five years peace- 
time rules governing air routes and 
the persons eligible to fly those 
routes have been largely suspended 
in the interest of getting supplies to 
the various fronts as quickly as pos- 
sible. People have become air-minded 
to an astounding degree; millions 
have learned to fly, tens of thou- 
sands have piloted huge planes 
across oceans and continents, the 
public has become used to the idea 
of traveling from Europe to Amer- 


ica in a day or from Asia to 
America in a few days. A soldier 
on leave in the South Pacific war 
theater recently hitchhiked home to 
see his family and got back to the 
front again without being A.W.O.L. 
The world has seemingly shrunk to 
a fraction of its former size. At the 
war’s end, we do not want to re- 
turn to a set of rules that would bar 
us from important trade routes, nor 
be prevented from using airfields 
which American money has built, 
and forced to dicker endlessly with 
every nation over which, or into 
which, our planes would like to fly. 


The Five Freedoms 


On the other hand, some orderly 
rules had to be set up to guide and 
regulate international civil aviation. 
A condition of complete laissez-faire 
was out of the question. Govern- 
ments desired air travel routed so 
that tariff and immigration laws 
could still be economically enforced 
and the spread of diseases from re- 
mote parts of the world prevented 
so far as possible. To determine the 
extent of air freedoms each nation 
was ready to allow, the Conference 
set up five so-called “freedoms of 
the air,” which are as follows: 

1. Freedom of innocent passage 
over any country by established air 
routes. 

2. Freedom to land for technical 
stops, such as refueling. 

3. Freedom to carry traffic from 
the home country to another. 

4, Freedom to bring traffic back. 

5. Freedom to pick up and de- 
liver traffic at intermediate points 
along world air routes. 
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These five freedoms of the air 
taken together are comparable with 
“freedom of the seas.” Specifically 
excluded is the freedom of a nation 
to carry goods from one city to an- 
other in a foreign country, the 
equivalent of coastwise trade. The 
aviation term for this privilege is 
“cabotage.” 


American and British 
Viewpoints 


The opening of the Conference 
found the United States and Great 
Britain with diametrically opposed 
viewpoints. The United States 
wanted all five freedoms accepted 
by multilateral agreement, and vir- 
tually free competition, while Great 
Britain desired a pooling or carteli- 
zation of the world’s air transpor- 
tation. Each had good reasons for 
its views and each had the support 
of some other nations. As one re- 
porter described the situation, the 
United States considered the air 
transportation pie big enough to feed 
everyone, while Great Britain be- 
lieved that the pie should be care- 
fully divided. 

To the United States, interna- 
tional air transportation is a rich 
prize which we have an excellent 
chance of winning since we have a 
head start in the race. We shall 
have a vast fleet of transport planes: 
indeed a few have already been 
made available by the Surplus Prop- 
erty Board. All Great Britain has 
available for civilian transport serv- 
ice, according to the London Econ- 
omist, are converted bombers. Al- 
though these are speedy, they are 
not comfortable and are very costly 


to operate. During the war Great | 
Britain concentrated on the manu- | 


facture of fighter planes, leaving to 
us the responsibility of producing 


transport planes. We now possess |} 


one-half the aircraft-producing ca- 


pacity of the world. We also have a |} 
host of Air Transport Command | 
pilots who are acquainted with air | 
routes everywhere. Both our fliers || 
and our commercial aviation com- | 
panies have a keen desire to carry | 


passengers and freight to all parts 
of the world. At the war’s end we 
shall be able to provide air service 
cheaper than anyone else. Conse- 
quently we want competition with a 
minimum of hampering restrictions. 

Great Britain feels it is desper- 
ately urgent that she have a large 
portion of the postwar air trans- 
portation business. As soon as the 
Conference opened she demanded a 
50-50 share of the traffic on the 
North Atlantic run although 80 per 
cent of that traffic normally origi- 
nated or terminated with us. She 
wanted a world organization like 
our Civil Aeronautics Board to as- 
sign routes and fix traffic quotas. 
The reasons for this attitude are not 
hard to find. During the years be- 
fore the war her imports exceeded 
her exports by from one to two 
billion dollars. 

This sizable import balance was 
paid for largely by the returns on 
capital Britain had loaned abroad 
and by payments for shipping serv- 
ices. Great Britain used to own 
over a quarter of the world’s ocean 
tonnage. During the war Britain 
has virtually mortgaged a large part 
of her overseas investments. She 
owes three billions of dollars to 
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Balance of International Payments of United Kingdom 
(000,000 omitted) 


Excess of 
Merchandise 
Year Imports 
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| DGS eccter bee eee a 265 
PS A waists BPM Scare lo ay ch op AE acces 294 
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Gold shipments omitted. 


Net National 


Shipping Returns from Other 
Income Investments Income 
£& 94 £210 aE Se) 

140 220 75 
130 250 104 
80 170 54 
65 160 40 
70 170 47 
70 185 40 
85 205 40 
130 220 45 


House of Commons Sessional Papers, Vol. 25, 1938-39, p. 438. 


India. A considerable portion of her 
merchant marine has been sunk or 
rendered obsolete and the remainder 
is bound to have keen competition 
from a greatly enlarged American 
merchant marine. Her famous lux- 
ury liners may never again provide 
first class transportation because air- 
planes will be handling that assign- 
ment. A British newspaper headline 
recently announced that plans for 
building 40 postwar ocean liners had 
been held up on this account. More- 
over, since planes make the cross- 
ing more rapidly, hence more fre- 
juently, comparatively few planes 
will be necessary. One authority has 
estimated that 30 to 50 passenger 
ylanes could carry as many persons 
yn the North Atlantic run to Great 
Britain as were carried by all first 
lass steamers in an average year 
yetween 1928 and 1938. Thus, if 
Britain is to continue to import as 
nuch as she formerly did, thereby 
naintaining her standard of living 
it a high level, and if she is to pay 
1er debts, she must assure herself 
»f the means. She rightly regards a 


large air fleet as important to her 
in the future as a merchant fleet 
was in the past. 

Britain’s far-flung Empire en- 
ables her to support her viewpoint 
with considerable strength. She is in 
an excellent position to map out and 
control routes to nearly every por- 
tion of the globe without having to 
ask of other nations more than the 
right to land at the terminal airport. 
Few countries have the island pos- 
sessions to compete with her in this 
regard. And for other reasons, her 
bargaining position vis-a-vis most 
nations of the world is_ strong 
enough to obtain many concessions. 
At the air Conference she had the 
backing of France, which, like 
Britain, does not want to see this 
country get a head start, and of 
Australia and New Zealand. 


Relative Merits of English Policy 
and Ours 


Parenthetically, it might be asked 
which is the better policy, the Eng- 
lish one of pooling or the American 
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one of competition. Obviously, each 
has its merits. A decision is not easy 
to make. 

It may be argued in favor of the 
English system that it is the policy 
we have adopted for aviation within 
our own country after experimenta- 
tion with competition. The Civil 
Aeronautics Board assigns routes 
and fixes rates just as the English 
wanted the ICAO to do. After early 
years of jungle warfare between 
competing companies this was found 
to be the more satisfactory system, 
producing better and safer service. 
Incidentally, the history of railroad- 
ing points much the same moral. 
Despite all the talk of competition 
being the American way, it really 
is not in the field of civil aviation. 

A second argument for pooling is 
that it will reduce international 
rivalries and bitterness in one field 
—enough of such economic conflicts 
produce wars—and lessen the 
chances of a subsidy race. Nations 
will tend to subsidize their air 
services for military reasons, for 
prestige purposes, and to further 
their foreign trade. In most of the 
world’s leading nations, a larger 
percentage of the national income 
is derived from foreign trade than 
is the case with the United States. 
Hence, the furtherance of foreign 
trade seems urgent to their govern- 
ments and they would subsidize 
their air lines in order to advertise 
their nation and its merchandise. A 
subsidy race would ensue. Of course 
we too could subsidize and probably 
lead in the race if we wished, but, 
judged by our past behavior in the 
analogous field of ocean shipping, 
we are not inclined to be generous 


with subsidies. Compare our mod- | 
estly subsidized prewar merchant 
marine with the heavily subsidized 
luxury liners of Great Britain, | 
France, Italy and Germany. Fur- | 
thermore, look at the history of our 
merchant marine during the past 
century. In the 1820’s we carried 
about 90 per cent of our foreign 
trade in our own ships; by 1900 we 
carried only 9 per cent. The decline 


was steady. Before the Civil War it | 
was chiefly owing to our failure to | 


build iron vessels with steam en- 
gines, but later a principal reason 


was our inability to compete with 


heavily subsidized foreign lines and 
the unwillingness of our Govern- 


ment to provide adequate subsidies. 
Thus it might be wiser to accept 
quotas for international civil avia- 
tion to begin with and avoid, so far 
as possible, competition that is likely 
to end in subsidy races in which in 
the past we have been bested. 

However, it may be argued in 
favor of the American policy of 
competition that it is what England 
adopted as her general foreign 
trade policy in the 1850’s when she 
had an industrial supremacy some- 
what similar to our present aviation 
supremacy. She maintained that 
policy until about a decade ago when 
she finally changed to a system of 
high tariffs. Thus both Britain and 
the United States are preaching eco- 
nomic policies for their interna- 
tional civil aviation that are incon- 
sistent with their past practices. 
But perhaps that fact is more in- 
teresting than it is persuasive. 

A stronger argument for compe- 
tition is the well-known economic 
one that it is most likely to produce 
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the best service at the lowest price. 
That is how economic progress is 
made. Government-chosen and regu- 
lated monopolies have less incentive 
to improve their methods and lower 
their fares. We should consider very 
earefully whether we want inter- 
national air service limited by quo- 
tas. Similar international schemes 
for pooling the production and mar- 
keting of sugar, rubber, tin, and cop- 
per have been tried and been se- 
verely criticized. So has our own 
AAA program which is somewhat 
analogous. 


The Escalator Clause Compromise 
Nearly Succeeds 


Canada early assumed the role of 
compromiser between the mother 
country and the United States by 
proposing what was known as the 
“escalator” clause. This required the 
United States to agree to the estab- 
lishment of quotas at the outset on 
major air routes. For example, we 
would begin by sharing the North 
Atlantic run on a 50-50 basis with 
Britain, thus preserving her prestige 
in world economic affairs. But the 
“escalator” idea also required Great 
Britain to concede that if her planes 
consistently did less business than 
ours—if theirs operated below 65 
per cent of capacity and ours carried 
more than that—then her quota 
would be periodically reduced and 
ours increased. This would never be 
carried to the point of her complete 
elimination, however. Both the Brit- 
ish and Americans accepted this 
working compromise and began 
dickering over the amount of the 
quotas on various world air routes. 


Our own commercial aviation com- 
pany heads complained that Berle 
had needlessly sacrificed a strong 
position. However, Berle felt that a 
general agreement was more impor- 
tant for world peace and progress 
than exploitation of our momentary 
advantage. At least he felt that way 
to a certain extent, but, as will be 
seen, there was a limit beyond 
which he would not go. 

The “escalator” clause idea came 
very close to reconciling the Amer- 
ican and British views and making 
the air Conference an outstanding 
success. Then, at the last moment 
the delegates failed to agree on their 
interpretation of the fifth freedom 
as it applied to the “escalator” 
clause. The fifth freedom, it will be 
recalled, was the freedom to pick up 
and deliver traffic at intermediate 
points along world air routes. For 
example, on an air route from New 
York to Warsaw via London and 
Amsterdam, we would be permitted 
to deliver an American cargo in 
London, pick up an English one 
there and deliver it in Amsterdam 
and pick up a Dutch cargo and 
deliver it in Warsaw. Both sides 
agreed to that, but the English re- 
fused to let the intermediate ton- 
nage be counted in determining 
quota changes under the “escalator” 
clause. To illustrate, the British 
maintained that if our share of the 
New York to Warsaw traffic was 
50 per cent, it could be increased 
only if our planes were consistently 
“full” of cargoes loaded in New 
York and not unloaded until the 
planes reached Warsaw. We could 
not increase our quotas merely be- 
cause our planes were loaded be- 
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tween New York and London, then 
emptied and reloaded for Amster- 
dam, emptied again and reloaded 
for Warsaw. We insisted that these 
intermediate cargoes should be 
counted. The English countered that 
to do that would give us a great 
advantage over the small nations 
who would gradually be squeezed 
out of the short-haul business. 
Britain’s attempt to line the small 
nations up on her side did not suc- 
ceed, for they seemed more inter- 
ested in obtaining early and ade- 
quate air transportation than in who 
provided it. Most of them wanted 
the Canadian compromise with the 
United States’ interpretation of the 
fifth freedom. The English com- 
plained that our introduction and 
interpretation of the fifth freedom 
was a last-minute thought and we 
replied that their refusal to accept it 
was a last-minute change of mind. 
Feelings, though kept under control, 
were bitter. 

When it became apparent that the 
English delegation would make no 
further concessions on the fifth free- 
dom, Berle and his delegation dra- 
matically announced their complete 
abandonment of the quota idea and 
the “escalator” clause compromise 
and their return to the original 
American contention that interna- 
tional civil aviation should be on a 
free and competitive basis. For this 
Berle was enthusiastically applauded 
by American air transport company 
heads who felt sure that our share 
would be larger without quotas. 
They also thought that the appoint- 
ment of one chosen company to 
operate each route would be less 
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likely to occur. Since the chosen- 
instrument policy would prevent. 
most of them from participating in- 
they op-. 


overseas transportation, 
posed any world policy likely to 
cause its adoption here. 


What We Salvaged 


In order to salvage as much as pos- 


sible from the now half-wrecked 
Conference it was proposed that 


two sets of freedoms be drawn up_ 


to which as many as wished might 
adhere. One list contained only the 


first two freedoms; the other in-- 
Our re-— 
fusal to be bound by quotas neces- — 
sitated the lumping together of the — 


cluded all five freedoms. 


last three freedoms. By early Feb- 
ruary, 34 delegations had agreed to 
grant the first two freedoms and as 


many more were expected to adhere © 


later, while by mid-January, 19 were 


willing to grant five freedoms. How- — 


ever, 


when Britain granted two 


freedoms, she at first excluded the © 
right to land for refueling in New- — 


foundland, which is a rather vital 
stopping place on the Great Circle 


or shortest route to most of Europe. — 
Of the 19 nations signing the five — 


freedoms pact, practically all were 
our Latin American neighbors, al- 
though Argentina and Brazil were 
not among them. The only European 
nation was Sweden; the only Asiatic 
nations were China and Afghan- 
istan. Nations agreeing to the five 
freedoms were in some cases keenly 
interested in those agreeing to two 
freedoms, for that might open up 
more direct air routes. Flying over 
such nations would be permissible 
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‘ven though pick-ups and deliveries 
vere barred. 

The question naturally arises of 
10ow much better off we are now 
han we were under the old “closed 
ky” rules. The answer is that five 
reedoms of the air will prevail in 
nany parts of North and South 
America. Special permission will no 
onger be necessary to fly over, or 
and for refueling in, a number of 
furopean nations which have agreed 
o two freedoms. The way is open 
O increase the number of nations 
n both categories and undoubtedly 
nore countries will take advantage 
yf the opportunity as time goes on. 
3ut in most cases permission to 
nter by the air or fly over na- 
ions can only be obtained as a 
esult of diplomatic negotiation. We 
may expect a great buzz of nego- 
iating of bilateral agreements in 
he next few months. It is note- 
vorthy that we have already ar- 
anged for trans-Atlantic air service 
o Spain, Sweden, Denmark, Ice- 
and, and Ireland, using bilateral 
greements. Other similar agree- 
nents will doubtless follow, for we 
re in a strong position to obtain 
oncessions, probably in a stronger 
sition now than is Britain. 


Other Accomplishments of 
the Conference 


t is very possible that the Chicago 
sonference will be remembered for 
ther achievements than defining 
nd attempting to inaugurate the 
ve freedoms. If the home govern- 
aents approve the 95 articles of 
he document known as the Con- 


vention of International Civil Avia- 
tion which the delegates approved, 
much will have been accomplished. 
The Convention provides that land- 
ing and airport lights, radio sig- 
nals, and aircraft markings shall be 
standardized. It permits foreign air- 
craft not making scheduled stops to 
fly into or over any signatory’s 
territory and make stops for non- 
commercial purposes without secur- 
ing prior permission. In other words, 
the way is wide open for tourist 
flying. However, international air- 
craft must carry radio transmitters, 
certificates of registration and air- 
worthiness, and a log book. The Con- 
vention provided also for the estab- 
lishment of a world organization 
known as the International Civil 
Aviation Organization, already 
called ICAO, which will tie in with 
the Dumbarton Oaks proposal for a 
General International Organization 
(see Chapter V, Sec.-B, No. 7 of 
GIO). This ICAO is to have an_as- 
sembly in which all participating 
nations will be represented and a 
council of 21. A seat on the council 
is being saved for Russia. ICAO 
does not have power to fix rates, 
establish routes, or determine quo- 
tas; it may only give advice and 
make recommendations. However, it 
may suspend a member by two- 
thirds vote for violating the Con- 
vention. If 26 nations signify 
their adherence to ICAO, it will go 
into effect after the war. During 
the period before the adoption of 
ICAO, an interim organization with 
similar powers is functioning in 
Montreal. Its life is limited to three 
years. 
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Air Conference One of Several 
Recent Disappointments 


In the light of the above, it can 
hardly be said that the Conference 
was still-born but it was a disap- 
pointment. Because of what it failed 
to accomplish, international civil 
aviation’s growth in the next few 
years will undoubtedly be less rapid 
than it might have been. Ominous 
are the facts that Russia refused to 


tion of those views. Set these along- 
side the recent bickerings over pe- 
troleum, copper, and cocoa and add 
the apparent international rivalries 
in Poland, Italy, and Greece and the 
outlook becomes dismal indeed. No 
wonder the Germans still hoped for 
a split among the Big Three and a 
negotiated peace. Yet so long as no 
one loses his head, we can, and, it is: 
to be hoped, we shall find a solution 


to most of these problems. Another 
air conference, adequately prepared 
for this time, might be a good 
beginning. 


attend, Great Britain and the United 
States held widely opposite views, 
and just a little more concession 
might have produced a reconcilia- 


Combatting Inflation. — Apart from the need to increase war produc- 
tion, the most urgent domestic problem of 1945 is to combat the inflationary 
danger through rigid economy, both governmental and private, through 
saving and investment in war bonds, and through cooperation in the stabili- 
zation measures. Commodity prices have been well stabilized during 1944, 
on the average, but the uptrend, though slight, has been persistent and the 
price indexes at the year-end are the highest yet reached. The actual price 
rise is less disquieting than other aspects of the situation. One is the heavy 
spending so recently in evidence. Another is the indication that supplies of 
some consumers’ goods will be reduced rather than increased in 1945. 

Most disquieting of all is the resistance of special groups to stabilization 
measures applying to them. The Little Steel wage formula is being adhered to 
in name, but broken in practice. Increased wage rates so far have been 
absorbed largely by increases in volume and narrowing of profit margins, 
but with volume at the ceiling one way to absorb higher wages is already 
closed. If the decision of the War Labor Board to raise steel wages is fol- 
lowed as widely in other industries as seems likely, the upward pressure on 
prices of manufactured goods during 1945 will be greater than since the 
early stages of the war. 

The necessary precedent to adoption of sound policies, both in the public 
and private sphere, is sound analysis of the problem. People need to be re- 
minded again that, despite the gratifying degree of price stabilization during 
the war, the inflationary forces are greater than ever known. If the war is 
protracted they will be raised to still greater heights and their pressure 
multiplied—From the January letter of the National City Bank of New York. 


Inducing Employment 


The Postwar Plan Now Before Congress 


SETH HAMMOND 
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CONSIDERABLE amount of inter- 
A est has been provoked, in the 
more earnest portions of the 
yopular press, by the Full Employ- 
nent Act of 1945.* This article will 
10ot attempt to compete with the 
ress in assessing the bill’s chances 
f passage, but will rather offer a 
tatement of considerations for the 
ill. 


I 


The bill contemplates three separate 
.ctions. The first is the preparation, 
yy the Executive Office of the Presi- 
lent, of a National Production and 
“mployment Budget. This Budget is 
o be transmitted to Congress in a 
residential message on the first day 
f each regular session. The con- 
ents of the Budget are to include: 
a) the estimated number of jobs 
ieeded in the ensuing year to assure 
ull employment; (b) the estimated 
olume of the gross national prod- 
ct required to provide those jobs; 
c) the estimated volume of invest- 
rent and other expenditure by in- 
ividuals, business enterprises, and 
overnmental bodies required to as- 
ure that volume of the gross na- 
ional product; and (d) the esti- 
vated volume of actual investment 


tirst presented in December by the 
Var Contracts [Murray] Subcommit- 
ce of the Senate Military Affairs Com- 
littee; more recently introduced in a 
smewhat revised version as a Dill, 
sonsored by Senators Murray, Wag- 
er, Thomas of Utah, and O’Mahoney. 


and expenditure which will be forth- 
coming unless Congress undertakes 
to alter it. Any position taken on 
each one of these points is very 
likely to be challenged both in and 
out of Congress, so that it is appro- 
priate to examine the implications 
of each. 


What Is “Full Employment’? 


It would appear that the least 
controversial point is (a) the num- 
ber of jobs equalling full employ- 
ment. The President, in the course 
of the 1944 campaign, used the fig- 
ure 60 million, which is about 45 
per cent of the country’s total popu- 
lation, and about 70 per cent of the 
20 through 65 age-groups of that 
population. It is true that the War 
Manpower Commission’s estimates 
of employment currently total ap- 
proximately 60 million, including 
the armed forces. Yet some thought 
will show that there is abundant 
room for argument as to which peo- 
ple can expect to and can be ex- 
pected to work, especially when 
there is no war emergency. Until the 
population exceeds 140 million, the 
employment of 60 million can be 
attained only by either going out- 
side the 20-65 age-groups or bring- 
ing into “employment” an unprece- 
dentedly high proportion of the 20- 
65 age-group members. It is difficult 
to believe that sentiment will favor 
tapping the over-65 group; the chief 
inroad on the under-20 group will 
be made by military training, and 
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that either could or could not be 
counted as employment. Housewives 
are conventionally excluded from 
the “employed,” and their contribu- 
tions are not added into the “gross 
national product,’ but these treat- 
ments are only conventions and are 
not beyond future change; our ex- 
perience shows that similar conven- 
tions, such as “parity” and “es- 
sential,” have been subjected to 
redefinition on the grounds of ex- 
pediency. Another issue will be that 
of stating, in hours per week and 
weeks per year, the dividing line 
between full and partial employment 
on a per capita basis. Clearly, after 
the program is under way, anyone 
attempting to evaluate its perform- 
ance will have to adopt and adhere 
to a detailed glossary of terms. 


What Is the Rate of Activity That 
Must Accompany “Full Employ- 
ment” ? 


The second point, (b), will find 
the Budgeteers’ stating the dollar 
equivalent of the number of jobs 
decided upon in (a). That is, the 
“cost” of hiring this number of peo- 
ple plus the “cost” of hiring the land 
and the capital with which the peo- 
ple will work will be a certain sum. 
In estimating this, should the Budg- 
eteers use only the existing rates 
of hiring people, land, and capital? 
Suppose the achieving of full em- 
ployment is expected to involve the 
moving from one place to another 


*In employing this name for the au- 
thors of the National Production and 
Employment Budget, one is compelled 
to acknowledge the pre-existence of 
the Beveridge Plan for Great Britain, 
with whose supporters the name has 
long been associated. 


(or from one job to another) of 
some people; for them what is the 
existing rate of hire? And how, if 
existing rates of hire are assumed, 
allow for the disturbing influence of 
subsequent increases in some of 
those rates? If an increase in the 
rate for, say, labor is offset by a 
decrease in the rate for capital, the 
result may be the introduction of 
an error at point (d), “the actual 


amount of investment expected to | 


occur.” If the increase is passed 


on as a price increase, then either | 
the Budget sights on point (b) | 
should be raised, or an implicit de- 
cision is being made in favor of | 


a “thinner coating” of employment, 
since the given dollar product will 
contain fewer units of goods. An- 
other, somewhat related, possibility 
for miscalculation has to do with 


technological improvements designed 
to save labor; if these have not been 


anticipated in the Budget, their ap-— 
pearance unaccompanied by ade-— 
quate price decreases is going to 
mean that the stated dollar product 


will not realize full employment, and 


that another error occurs at point 


(d), since investment is usually in- 


volved in labor-saving devices. With 


the various wage-rate levels consid- 
erably inflated over prewar condi- 
tions, and with the prospect of very 
strong resistance to any deflation in 
that quarter, one of the best postwar 
predictions is that technological un- 
employment will require constant 
attention. The Budgeteers may be 
reasonably successful in predicting 
the immediate future rate of labor- 
saving-device adoption; if this con- 
dition is satisfied, then the friends 
of science should advocate the Na- 
tional Production and Employment 
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Budget proposal as promising prob- 
ably the most congenial and expedi- 
ent legal-economic environment for 
peacetime development. The alterna- 
tive might well be recurrent mora- 
toria on machine installations, such 
as were briefly encountered during 
the NRA experiment. 


How Much Investment Is Needed 
to Produce the Desired Rate of 
Activity? 

Point (c) involves the Budgeteers 
in estimating the volume of invest- 
ment and other expenditure re- 
quired to assure the dollar national 
product arrived at in (b). The 
phrase “investment and other ex- 
penditure” is without much meaning 
unless it is regarded as what the 
economists call “offsets to saving”; 
this interpretation would make the 
“other expenditure” become the use 
of savings (either borrowed or 
owned) to purchase goods for con- 
sumption. This emphasis on saving 
and on counteracting saving stems 
from the consensus of professional 
economists (arrived at over the past 
several decades) that these problems 
deserve paramount attention in 
studying variations in the level of 
economic activity, as measured by 
employment, among other things. It 
is accepted by such students that a 
rather definite relationship has in 
the recent past existed between the 
volume of “offsets to saving” and 
the volume of the national product.’ 


‘The May 18, 1943, issue of Opinion 
and Comment, page 22, states the rela- 
tionship in the form of an equation: 
the annual national product for the 
United States equals 40 billion dollars 
plus about 3.5 times the annual volume 
of offsets to saving. The dollars in 
question are of 1939 purchasing power. 


They then treat the national product 
as the mechanism, and the volume 
of “offsets to saving” as the lever 
which controls the mechanism. A 
given impetus applied to the lever is 
amplified several times by the time 
it is fully transmitted through the 
mechanism. It is held not only that 
this forms the most convenient way 
of obtaining desired results in the 
size of the national product, but 
that any other form of manipula- 
tion is itself subject to the same 
“multiplier effect.” There is diver- 
gence of opinion among economists 
as to (1) how precisely the rela- 
tionship may be formulated and 
(2) how much it varies from year 
to year; to those who express con- 
fidence in the projection into the 
future of past trends, the perform- 
ance of (c) can be accomplished 
immediately and automatically after 
(b). Others would expect to find 
scope here for the same sort of 
argument that has raged over the 
retail-price index as the basis of the 
Little Steel Formula; certainly it 
will be equally possible to arrive at 
any in a wide range of conclusions 
by varying the weights assigned to 
the component factors. 


What Will Be the Flow of Invest- 
ment Through Ordinary Channels? 

The final item, (d), in the Budget 
is to state the volume of actual 
“offsets to saving’ as it would be 
estimated in view of currently exist- 
ing legislation. The first approxi- 
mation here would always be the 
figure for the previous year. Un- 
fortunately, one cannot be as precise 
about statistics of investment and 
“dissaving” as one can about the 
size of the national debt or of bank 
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clearings. Yet, if the present width 
of base of the income tax is main- 
tained after the war, the returns 
can be so analyzed as to throw more 
light on this subject than was avail- 
able before the war. In addition, an 
extension could be made of present 
trends in government questionnaires, 
to secure data on inventories, net 
additions to plant, etc. The more 
severe problem would be that of al- 
lowing for departures from the fig- 
ure for the previous year. The pro- 
gram implies that the Budgeteers 
are to decide which way private and 
regular public offset expenditures 
are likely to move, and then set in 
motion a compensatory or supple- 
mentary campaign. It is easy to 
imagine large fractions of the pri- 
vate and even of the regular public 
offset expenditures being decided in- 
stead on the basis of whatever the 
campaign announcement contained. 
This is reminiscent of the discour- 
agement to investment which is al- 
leged to have been an effect of the 
early New Deal efforts. Certainly, 
the great role which contingency 
will play in this scheme would be 
repugnant to a thorough Socialist, 
and would cause the mathematician 
to term the equation as lacking a 
determinate solution. It must, how- 
ever, be granted to the advocates 
of the whole Budget plan that much 
of the offset expenditure would be 
independent of Congressional ac- 
tion, provided said action could be 
relied on to be confined to a modest 
range. 


II 


After the Budget is prepared, but 
before it is formally presented to 


Congress, an accompanying message 

is to be drawn up. The tone of this _ 
message is to be determined from a 
comparison between the amount ar- 
rived at in (c) of the Budget (the 
amount of offset expenditure needed 
to maintain a high level of activity) 
and the amount arrived at in (d) of 
the Budget (spontaneous offset ex- — 
penditure). That (d) would exceed 
(c) appeared unlikely to the authors © 
of the bill, since (c) may well turn 
out to hover around 30 billion dol- 
lars, and we have no precedent for 
saying that (d) will be so high.* If 
(d) should about equal (c), the 
Presidential message would presum- 
ably be confined to qualitative rec- 
ommendations, designed to effect 
minor corrections. If (d) is short of 


_(c) by only, say, ten per cent, then 


the Presidential message will con- 
centrate on recommendations for 
encouraging investment by private 
enterprise. If (d) is farther than 
that from (c), then the message will 
in addition contain a program of 
Federal expenditure, to be based on 
deficit. Certainly it was in the minds 
of at least some of the authors of 
the bill that the two last-named 
contingencies would in actual prac- 
tice be the ones which would arise, 
and it is to them that chief interest 
attaches. 


*A subsequent draft of the bill pro- 


vided that should (d) exceed (c) the 
Presidential message is to recommend 
provisions to reduce (d), as for ex- 
ample by postponing Federal borrow- 
ing and investment, or to increase (c), 
as by taxes on sales or on pay rolls 
and by retiring debt. This provision 
was apparently motivated by fear of 
inflation during reconversion. 
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How Can the Government Increase 
the Flow of Investment Through 
Ordinary Channels? 


There will never be a dearth of 
suggestions as to how Congress can 
encourage investment by private 
enterprise. Only a small fraction of 
these suggestions will, however, not 
have features which will draw the 
fire of opposition; the unopposed 
plans are on the order of having 
government departments distribute 
information on markets, new uses 
for products, etc. Our own experi- 
ence in the past quarter century 
contains many episodes which at 
least illustrate attempts to encour- 
age private investment. The disposi- 
tion of public property brings to 
mind the names Muscle Shoals and 
Teapot Dome. Taxes on high per- 
sonal and corporation incomes were 
eased during the 1920’s. The attitude 
toward “trusts” fluctuated widely, 
and at each position some voices 
were raised to the effect that “now” 
private enterprise could flourish. On 
the side of price, we have had 
tariffs and trade agreements, mini- 
mum prices and subsidies, crop loans 
and export bounties. Government 
credit has been extended to private 
business by general and _ special- 
purpose devices. The Securities and 
Exchange Commission has both been 
attacked as suppressing capital flow 
and defended as stimulating safe 
and sane long-term investment. 
Foreign exchange rates have been 
stabilized, partly in the interest of 
creditor and debtor, both public and 
private. Wage, collective bargaining, 
and social security policies have had 
their effects on private enterprise 
examined and cross-examined. Re- 


cent tax issues have included undis- 
tributed corporation profits, the 
treatment of business losses, and 
obsolescence allowances. The Tem- 
porary National Economic Commit- 
tee devoted much attention to patent 
policy and to the functioning of 
insurance companies as investment 
agencies. The bounty and tax re- 
wards offered for soil conservation 
and reforestation may foreshadow 
a general shift in the distinction be- 
tween replacement and investment; 
it could be held that investment is as 
worthy of favorable income tax 
treatment as are charitable contribu- 
tions. It may be supposed that the 
category of investment-encouraging 
proposals is broad enough to include 
also saving-discouraging proposals, 
a dramatic version of which is 
“stamped money.” Finally, it must 
not be overlooked that deficit expen- 
diture by State and local govern- 
ment units 1s especially open to Fed- 
eral encouragement. ; 
Without impugning the sincerity 
of those Subcommittee members who 
favored the “encouraging invest- 
ment by private enterprise” pro- 
vision, it can be surmised that less 
faith was pinned on this section 
than on the deficit-spending one. 
There are a number of weaknesses 
in the highly indirect approach, of 
which the most general are the 
remoteness of the connection be- 
tween cause and effect and the low 
probable limit which will adhere to 
its maximum positive results. An 
arguable position would be that 
which held that Congress could most 
effectively encourage private invest- 
ment by making long-term promises 
not to tinker with many of the de- 
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vices mentioned in the preceding 
paragraph; yet it seems clear that 
there is little in present-day political 
opinion which would render such a 
commitment acceptable, or enduring 
even if once made. 


The Government Is to Be Respon- 
sible for Taking Up the Slack. 

If (d), in the Budget, had a value 
significantly below that of (c), much 
of the difference would apparently 
remain after the Presidential mes- 
sage had ransacked the “encourag- 
ing investment by private enter- 
prise” compartment. This difference, 
then, is to be offset by a program of 
Federal expenditure. The expendi- 
ture is, by implication, deficit; the 
implication is present because other- 
wise the increased government out- 
lay would be canceled by decreased 
nongovernmental outlay, and no net 
effect would be carried over as a 
lever to activate the national prod- 
uct. The borrowing must seek to tap 
that portion of the flow of money 
income which is headed into “sterile” 
reservoirs of saving; security sales 
to banks and financial institutions 
will once more be pushed, rather 
than pay-roll deduction sales to re- 
ceivers of small incomes who might 
be expected to spend all the money 
they receive. Advocates of the plan 
would concede that the Federal debt 
would increase, decade by decade if 
not in every year; nor would they 
regard it as necessarily good econ- 
omy to use the government’s power 
over the money markets to hold 
down the interest rate. The burden 
of servicing the debt, even at mod- 
erately high interest rates and witha 
growing debt, would be of minor im- 
portance if it contributed to increas- 


ing the national product by even one 
or two per cent; the burden would © 
be not the total annual volume of 
interest payment but rather the pro- 
ductive resources devoted to admin- 
istering the transfer, together with 
any derived effects on production 
(acting, for example, by aggravat- 
ing unequal personal distribution of 
income). 


The Message Must Recommend 
Specific Projects. 

To say that the government éx- 
penditure is to be based on deficit 
or borrowing is not equivalent to 
saying that the choice of objects of 
expenditure is immaterial. It is gen- 
erally true of the past that govern- 
ment investment has been made for 
purposes to which little or no pri- 
vate capital was likely to be devoted 
except under conditions which were 
at that time distasteful to the gov- 
erning bodies. Although the tastes 
of these bodies have changed over 
time, the change has been in the di- 
rection of increased governmental 
activity, and there have been rela- 
tively few of these projects of which 
modern commentators would say “It 
was correct to undertake them, but 
they should have been left to private 
enterprise.” The proposal for re- 
peated, large-scale government in- 
vestment, which we have seen is 
probably a vital part of the Full 
Employment Act of 1945 bill, does 
not in itself call for any direction 
change in our long-time trend in the 
allocation of activity to public and 
private initiative, respectively. It is 
by no means unthinkable that invest- 
ment by private enterprise should 
attain record heights at the same 
time that government offset expend- 
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iture is running larger than it has 
in our peacetime past; the neces- 
sary condition for this would be the 
leaving free for private entry of 
some attractive fields. To govern- 
ment responsibility would fall any 
or all of the rest, affording a wide 
choice. We shall see that the ob- 
jects of investment expenditure are 
likely to occupy the attention of 
Congress from the very outset; so 
far as the Budgeteers are concerned, 
however, the first years of the 
plan, in which the correctness of the 
take-up-the-slack principle was be- 
ing tested, would probably see major 
attention devoted to attaining the 
respective particular quantities to 
offset expenditure, rather than to a 
nice selection of the constituents of 
that quantity. If the principle were 
once conceded to have merit, then 
it would be natural for interest to 
shift to the objects of expenditure. 
So long as the expenditure is really 
a net addition to the purchasing 
flow, it need not take the form of 
capital-goods creation. Provision of 
hot lunches for poor school children, 
underwriting of symphony orches- 
tras, and experimentation in weath- 
er-moderation would be equally eli- 
gible purposes. 


Will Private Investment Wither? 


What of the possibility that the 
extension of the scope of the gov- 
ernment’s spending powers would 
have the direct or indirect effect of 
significantly decreasing the flow of 
private offset expenditure? To this 
a candid advocate of the plan would 
probably reply that the contingency 
is by no means impossible, and that 
its appearance would obviously mean 


that the government’s activity must 
be still further extended, to take up 
the resulting increase in “slack.” 
Since an initial hypothesis might 
have spontaneous offset expenditure 
for the year down at ten billion 
dollars and compensatory offset ex- 
penditure at twenty billion dollars, 
the decline of the former by a large 
proportion would require an upward 
adjustment of the latter by a much 
smaller proportion. However, a 
separate consideration is this: Dur- 
ing the war years we have had an 
opportunity to study our economy at 
a high level of activity. The oppor- 
tunities for investment have been 
artificially limited, of course, but it 
appears that one result of raising 
the family income of great sectors 
of the population is to stimulate the 
intention of the representative bene- 
ficiary to purchase durable con- 
sumer goods. Another result, as has 
been mentioned, is to render very 
attractive the business purchase of 
labor-saving capital goods. There is 
no implication here that the tend- 
ency to save has not also increased, 
or that private expenditure will 
suffice to offset this saving, but only 
that it seems unduly pessimistic to 
expect private offset expenditure 
wholly to dry up. 


III 


Upon receipt of the President’s 
message transmitting the National 
Production and Employment Budget, 
together with his program recom- 
mendations, Congress will bring to 
bear its usual procedure.” It is at 
*The considering committee, according 


to the bill, is to be a permanent joint 
one created for the purpose. 
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this stage that the chief opportuni- 
ties will exist for the display of 
pressure-group opinion on various 
features of that particular year’s 
proposals. 


How Will Political Forces Line Up? 


It has long been remarked that 
opposition to protective import tar- 
iffs is handicapped by the fact that 
the benefits accruing from tariffs on 
finished goods are concentrated and 
obvious, whereas the disadvantages 
are diffused and subtle; a lobby for 
such a duty possesses much more 
momentum than does the opposition. 
The treatment accorded the employ- 
ment program will similarly be de- 
termined by the manner in which 
positive pressures are arrayed. If 
it is assumed that the program is in 
existence, and has operated for sev- 
eral years with government offset 
expenditure at a high level, then it 
seems likely that strong pressure 
would operate for its continuance 
and even its extension. A condition 
that must be inserted here is that the 
offset expenditure must have been 
recognized and motivated as such; 
thus, the transition directly from a 
war economy to one in which the 
offset expenditure is for peacetime 
goods would not necessarily find 
organized support. Yet this situation 
might well be more favorable to a 
sincere trial of the plan than would 
an economy which, without deliber- 
ate stimulation by government 
spending, was achieving the degree 
of utilization of resources charac- 
teristic of 1929 or even of 1936-37. 
Most favorable of all would be a 
condition resembling that of 1933, 
in which those groups whose oppo- 


sition to the program was based on 
vested interest would be by that very | 
fact politically discredited and lack- 
ing in effectiveness. At such a time 
the degree of governmental activity 
which the Budget plan envisions 
would appear conservative when 
compared with expedient alterna- 
tives. 

Those persons who are numbered 
among today’s supporters of the 
plan have in common certain tenets. 
One is that the very remarkable 
production results achieved during 
the war, despite the twin handicaps | 
of the withdrawal of a large part | 
of the labor force and the unfa- 
miliar nature of many of the goods 
required, throw into a clear and 
unfavorable light the degree of re- 
source utilization which was attained 
in even the best years of “unin- 
spired” private enterprise economy. 
A second belief is that the gener- 
ally unsatisfactory results encoun- 
tered during the peacetime deficit- 
spending period of the 1930’s are to 
be attributed, not to any lack of 
validity of the offset-expenditure 
principle, but to certain special cir- 
cumstances, among which was the 
inadequate amount of government 
offset expenditure attempted. A 
third belief is that, for any of sev- 
eral contending reasons, the Ameri- 
can economy will, if the inspiration 
of large-scale government spending 
is withdrawn, shortly thereafter 
sink to a level of activity with which 
virtually no one will be satisfied. 
Of these, the last two are distinctly 
controversial. 

This paper has already disclaimed 
any intent of prophesying the precise 
time and manner in which this bill 
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will be received. It is not incon- 
sistent with this waiver to conclude 
with two forecasts. One is that an 
early adoption of the plan (meaning 
Congressional and Executive action 
first to establish the administrative 
machinery and second to activate the 
initial budget and expenditure pro- 
gram) will be predicated upon the 
willingness of the bill’s sponsors to 
purchase support by writing in qual- 
ifying provisions (the bill is so gen- 
eral in text that there is very little 
to cut out). Thus, organized labor 
would fasten its hopes on this bill 
only if it specified certain minimum 
employment standards; agriculture 
only if it included some form of the 


parity concept; “business” only if 
it disenfranchised the government 
from entering certain fields of pro- 
duction; and each geographic region - 
only if it were coming in for its 
share. So long as the total price 
which is to be thus exacted for pas- 
sage is high, the sponsors might pre- 
fer to hold back their bill rather 
than have it hamstrung. The second 
forecast is that agitation for some 
recognizable version of the bill will 
not die down even in the distant 
future, and that citizens who like 
to keep informed on the issues of 
the moment will be amply repaid 
for any study they may now make 
of this issue. 


In the first quarter of the fiscal year, total government spending was at the 
rate of about $11,000,000 an hour, roughly a million dollars an hour more 
than in the corresponding period last year. Net receipts, which do not include 
proceeds from war bond sales, were $334,000,000 higher than for the same 
period in the previous fiscal year. At the end of the first week in October 
net receipts amounted to $11,097,000,000, and total spending to $26,029,000,- 
000, of which $23,499,000,000, or 90 per cent, was for war purposes. 


Governmental Agencies in the United States—More than 155,000 sepa- 
rate governmental bodies are functioning in the United States, the Bureau of 
the Census reported today. 

In addition to units of the Federal and the forty-eight State Govern- 
ments, there are included in this number 3,050 county organizations, 18,919 
town or township bodies, 16,220 municipalities, 108,579 school district units 
and 8,299 units operating in special districts. 

An earlier report gave the number of civilian employes of governmental 
units as 6,503,000, including 1,306,000 teachers and other school employes. 
Of this total, 3,335,000 worked for the Federal Government and 3,168,000 
for State and local bodies. Based on an estimated population of 138,100,874 
as of the middle of last year, the bureau calculated that civilian governmental 
employes numbered nearly one in twenty of the total population of the 
United States—From The New York Times, January 2, 1945. 


